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FACULTY OF ARTS AND SCIENCES 
HARVARD UNIVERSITY 


Minute on the Life and Services of Professor 


Allyn Abbott Young 


Tue following minute on the life and services of Allyn Abbott 
Young, Professor of Economics, was placed upon the records 
of the Faculty of Arts and Sciences at the meeting of April 
16, 1929: 


Allyn Abbott Young was born at Kenton, Ohio, Septem- 
ber 19, 1876. He was of New England stock, his forebears 
English on both sides. The family was intellectual: the father, 
a brother, and a sister, were teachers of high quality. His 
undergraduate work was done at Hiram College, Ohio, where 
he graduated in 1894. After taking his Ph.D. degree at Wis- 
consin in 1902, he entered on a remarkably varied academic 
career, at Western Reserve University, Dartmouth College, 
the University of Wisconsin, Stanford University, Washing- 
ton University (St. Louis), Cornell University, Harvard Uni- 
versity, and the London School of Economics. At each insti- 
tution he left an abiding mark, and from each he was drawn 
to the next not only by the prospect of higher position and 
more congenial work, but by a certain spirit of adventure. 
His was a wide-roving disposition; the trait showed itself not 
only in the many shifts of his career but in the range of his 
scholarly work. It was this trait which explains the very last 
move, which ended so tragically. He had cast his lot with 
Harvard University for good—of this he and his associates 
had no question — when he was asked to accept the Professor- 
ship of Political Economy at the University of London. 
Brought into close personal touch with European statesmen 
and economists in the course of his service on various commit- 
tees and organizations dealing with the post-war problems in 
economics and politics, he had made on them the impression of 
signal competence which never failed. Hence the London invi- 
tation. It proved tempting, not only because of the attraction 











and strength without stint. Probably he gave too much; 
more could have been achieved for the world and for himself 
if he had been firmer in saying no. One of the things that 
tempted him to the London adventure was the prospect 
(which he thought he saw) of less distraction and greater 
leisure. But he remained the same, attractive and outpouring, 
and in London as elsewhere men of all degrees and kinds, 
students, colleagues, notables in every field, turned to him. 
Invitations to lecture and to take part in scientific discussions 
multiplied, posts of honor and duty were offered, and the ex- 
pected freedom for his plans of independent work did not 
come. The besetting difficulty was his own charm, his own 
wide competence, his unfailing readiness. He died at the full 
height of his powers, lamented by a host of friends and ad- 
mirers, and by none more than by those to whom he had 
endeared himself at Harvard University. 


Frank W. Taussic, 
CHARLES J. BULLOCK, 
Harotp H. Bursanx, Committee. 
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SUMMARY 


I. The situation down to 1920. — The effects of pre-war immigra- 
tion, 393. — The effects of the war, 395.— The failure of post-war 
changes in the labor market to end the interest of business men in in- 
dustrial good will, 396. — II. The post-war dread of labor trouble, 398. — 
The inability or unwillingness of employers to reduce wages in propor- 
tion to the drop in wholesale prices, 400. — The better appreciation by 
managers of the relationship between morale and efficiency, 401. — 
III. The methods by which enterprises have attempted to make labor 
more efficient and more contented: Helping employees acquire property, 
404. — Helping them acquire a “stake” in the business, 408. — Fro- 
tecting the magainst arbitrary treatment, 411. — Rewarding continuity 
of service, 414. — Giving them opportunity to advance, 416. — Giving 
them security, 419. — Other methods, 421. — IV. The effect of the new 
personnel policies upon the present labor situation. — Their effect upon 
productivity per worker, 424.— Their effect upon union membership, 
426. — Their effect upon the number of industrial disputes, 428. — 
Their effect upon the rate of turnover, 429.— V. The effect of the new 
labor policies upon labor’s bargaining power and upon the spread of 
unionism, 431. 

I 


To the abundance of cheap immigrant labor are 
primarily attributable the two outstanding features of 
American labor policy before the war — the tendency to 
adapt jobs to men rather than men to jobs, and the 
policy of obtaining output by driving the workers 
rather than by developing their good will and codépera- 
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‘tion.! The immigrants, being largely peasants or agri- 
cultural laborers, were available only for the least 
skilled industrial tasks. The extraordinarily wide dif- 
ferential which thus came about between the wages of 
skilled and of unskilled labor gave managers a strong 
incentive to develop methods which demanded little 
skill and experience. This incentive was all the greater 
because training immigrants was extremely difficult 
when many supervisors could not speak the language 
of their men. Consequently managers displayed amaz- 
ing ingenuity in adapting work to unskilled laborers, 
but manifested almost no interest in developing the men 
themselves. 

There are several reasons why immigration encour- 
aged the practice of driving workers rather than of 
developing their coéperation and good will.’ Differ- 
ences in language and outlook between immigrants and 
their supervisors prevented even employers of good in- 
tentions from gaining the confidence of most of the 
workers, and hence their coéperation. On the other 
hand, the immigrants were easily driven because they 
came largely from oppressed classes or races among 
which a tradition of docility was well established, and 
because their lack of industrial experience and their 
ignorance of English made many of them reluctant to 
leave one job and look for another. And employers 

1. In 1910, 48 per cent of all persons engaged in mining, 31.9 per 
cent of those engaged in manufacturing and mechanical pursuits, and 
26.3 per cent of those engaged in transportation were foreign born. 
H. Jerome, Migration and Business Cycles, p. 46. 

2. During the period of July 1, 1907, to June 30, 1923, 26.4 per cent 
of the immigrants declared their occupation as “laborers” and 25.1 per 
cent as “‘farm laborers.” Jerome, p. 48. Nevertheless it is true that 
immigration played an extremely important réle in supplying men for 
the skilled handicrafts — so much so that the decrease in immigration 
since 1915 has caused the problem of apprentice training to become 


acute. 
3. There were, of course, other reasons for the drive system. 
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were able to prevent concerted resistance to drive 
methods by mixing workers of different, and often an- 
tagonistic, nationalities. 

With labor policies so crude and simple, industrial 
relations were not believed to require the attention of 
highly paid experts. The handling of men was largely 
left to the department foremen, who were free to hire, 
“fire,” and promote as they saw fit, who set piece rates, 
and who often possessed considerable discretion in 
fixing hourly rates of pay. 


The European war caused net immigration to drop 
from 815,000 in 1913 to 50,000 in 1915 and 19,000 in 
1916. It also created an intense demand for labor. The 
labor shortage was accentuated by the rapid spread of 
the eight-hour day,‘ and later by the entrance of several 
million men into military service. Labor turnover 
roughly doubled,® strikes increased from 1,420 in 1915 
to 3,517 in 1916,° and 4,450 in 1917,’ and union mem- 
bership grew from 2,716,900 in 1914 to 3,508,400 in 
1918 and 5,110,800 in 1920.8 Under these conditions 
the old drive policies no longer worked — they simply 
drove men to quit or to strike. Consequently employers 
suddenly became interested in gaining labor’s good will. 
By the end of 1919, 71 enterprises voluntarily established 


4. From 1914 to 1919, the percentage of employees in manufacturing 
who regularly worked no more than 48 hours a week increased from 11.8 
to 48.7. United States Bureau of Census, Census of Manufacturers, 
1923. 

5. For the period 1913-14, the United States Bureau of Labor 
Statistics found a separation rate of 95 per cent and for the year ending 
June 30, 1918, of 183 per cent. P. F. Brissenden and E. Frankel, Labor 
Turnover in Industry, pp. 88-89. 

6. Monthly Labor Review (April, 1916), pp. 13-18. 

7. United States Bureau of Labor Statistics, Handbook of Labor 
Statistics (1924-26), p. 570. 

8. Leo Wolman, The Growth of American Trades Unions, 1880-1923, 
p. 33. 














396 QUARTERLY JOURNAL OF ECONOMICS 


’ shop committees through which employees could take 
up grievances with the management.’ Many firms began 
to provide their men with life insurance, and in some 
cases, with disability and sickness insurance. Sales of 
group insurance increased from $45,474,000 in 1914 to 
$178,336,000 in 1917, and $425,574,000 in 1919.1 The 
number of concerns which offered old-age pensions to 
their employees increased from 1914 to 1919. Prior to 
1914, 145 old-age pension plans had been established 
in American industry. During the five years ending in 
1919, 90 additional plans were instituted.? Most im- 
portant of all, the control over labor in many enter- 
prises was transferred from the foremen to a newly 
created executive, the director or manager of personnel. 


The severe depression of 1920-21 suddenly changed 
the labor market from a sellers’ to a buyers’ market. 
Except for a few months in 1923, the market has re- 
mained continuously favorable to employers. The net 
immigration, it is true, has been less than before the war, 
but this has been more than counteracted by the en- 
larged flow of labor from farm to city; labor turnover 
has been low except for a short time in 1923; and, from 
1920 to 1926, the total union membership in the United 
States dropped about 30 per cent. Jn short, every aspect 


9. National Industrial Conference Board, The Growth of Works 
Councils in the United States, p. 10. Forty-nine of these committee 
plans were initiated in either 1918 or 1919. In addition, eighty firms had 
established shop committees at the order of the government. 

1. New York Trust Company, The Index (May, 1927), p.7. Group 
insurance is a plan by which a group of employees is insured. A master 
policy covering the entire group is issued to the employer, and individual 
policies are issued to the insured employees. The expense may be borne 
entirely by the employer or jointly by the employer and employees. 
The most usual type of group insurance is life insurance, but accident or 
sickness insurance is sometimes provided. 

2. Pennsylvania Old Age Pension Commission, A. Epstein, The Prob- 
lem of Old Age Pensions in Industry, p. 21. 
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of the post-war labor situation might be expected to cause 
employers to abandon their newly acquired interest in 
labor’s good will and to revert to pre-war labor policies. 

And yet, except in a few cases, this has not happened. 
On the contrary, the efforts to gain labor’s good will 
have steadily grown. Shop-committee plans increased 
from 145 in 1919 to 385 in 1922 and 432 in 1926. Most 
of the group insurance now in effect has been sold since 
1921.‘ During the last five years, over 300 companies 
have instituted some form of stock purchase for their 
employees. Of the 370 private industrial pension plans 
now in existence, 72 were established between 1921 and 
1925.5 Two thirds of 1,058 enterprises which give vaca- 
tions with pay to manual laborers began the policy since 
the first of 1920.6 During the last ten years, industrial 
good will has been rapidly acquiring an importance in 
American business comparable to that which consum- 
ers’ good will has long possessed; employers have been 
developing the same keen interest in the good will of 
their workers, the same willingness to make large ex- 
penditures in order to obtain it, that they have mani- 
fested toward the good will of their customers. The 
outstanding task of one who essays to account for the 
present labor policies of American industry is to explain 
why this interest in industrial good will has continued 
to grow, despite the shift of power in favor of employ- 
ers; why, in other words, the passing of abnormal war 
conditions has not produced a reversion to pre-war 
labor policies. 


3. An Advance Report of an Investigation of the National Indus- 
trial Conference Board on the Growth of Employee Representation in 
the United States, Law and Labor, ix (March, 1927), 61. 

4. Prior to the depression of 1920-21, the largest sales of group in- 
surance occurred in 1919, when $425,574,000 was sold. In 1924, how- 
ever, the sales were $597,765,000; in 1925, $998,784,000; and in 1926, 
$1,050,605,000. New York Trust Company, The Index (May, 1927), p. 7. 
5. A. Epstein, The Problem of Old Age Pensions, pp. 115-126. 

6. Law and Labor, x (May, 1928), 113. 
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II 


The failure of the change in the labor market to end 
the interest of business men in labor’s good will appears 
to have been due to three principal reasons: (1) the 
dread of labor trouble; (2) the inability or the unwill- 
ingness of employers to reduce wages in proportion to 
the drop in wholesale prices; and (3) a better apprecia- 
tion by managers of the relation between morale and the 
efficiency of labor.’ 

The employers’ dread of labor trouble reached its 
apex in 1920. During the preceding six years, the labor 
movement had threatened the power of American em- 
ployers more seriously than ever before. Trade union 
membership, as was stated above, nearly doubled be- 
tween 1914 and 1920. Unionism even established itself 
temporarily in such open-shop strongholds as the Chi- 
cago packing plants, the mills of the United States 
Steel Corporation, and the shops of the Pennsylvania 
Railroad. The employers’ alarm was accentuated by 
the belief that American labor was in danger of becom- 
ing radical — a fear that was fostered by the general 
strikes in Seattle and Winnipeg during 1919, the Boston 
policemen’s strike, the great coal strike of 1920, and 
the support of the Plumb plan by the heretofore staid 
and conservative railroad brotherhoods. The dread 


7. It is desirable to point out that ever since 1910 a foundation for 
better industrial relations was slowly being built up by the growing use 
of time and motion studies in setting piece rates. The intimate connec- 
tion between time and motion study and labor policies has been inade- 
quately appreciated. It is easy, however, to see why inaccurate methods 
of timing operations prevented satisfactory industrial relations. When 
a rate was based on too liberal a time allowance, a cut in the rate was, 
sooner or later, inevitable. Such cuts, of course, excited intense ill will. 
But they did more than this — they led workmen to restrict output, 
and this in turn led the management to use drive methods. Time 
study has tended to diminish driving by making rate cuts unnecessary. 
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of radicalism was encouraged by interested groups, 
such as the National Civic Federation and the National 
Security League, and even by Mr. Gompers and his 
lieutenants, who skillfully fostered the country’s fears 
in order to present conservative unionism as a bulwark 
against irresponsible and dangerous groups. 

Business men did not suddenly lose their fear of labor 
troubles when the collapse of prosperity filled the 
streets with job-seekers late in 1920. Even at the end 
of 1921, union membership was a million more than in 
1914, and strikes, tho fewer than in the immediately 
preceding years, were still numerous. Furthermore, the 
precipitous drop of prices made wage reductions im- 
perative, and every cut in wages increased the danger 
of trouble. At this particular time, however, many con- 
cerns were peculiarly unable to risk a strike because, 
during the boom period, they had speculated heavily 
in raw materials. When prices fell, these enterprises 
were left with a large floating indebtedness which they 
were under the necessity of liquidating as soon as pos- 
sible. Consequently they were in no position to face 
the loss of production and the heavy expenses which a 
strike would entail. The double necessity of reducing 
wages and of avoiding strikes stimulated the interest of 
many employers in gaining labor’s good will. 

In some plants, especially those in which the workers 
were organized, wage reductions led to strikes, and, in 
many cases, the unions lost and were destroyed. It is 
extremely interesting to notice the effect of these vic- 
tories over unions upon the personnel policies of the 
enterprises. The management was usually determined 
never again to be troubled by labor organizations. Ac- 
cordingly, after driving out unions, many concerns im- 
mediately embarked upon carefully planned attempts 
to gain the good will of their employees. Some enter- 
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prises followed the destruction of unions with the crea- 
tion of shop committees to represent the employees. 
The General Electric Company, the International 
Paper Company, and many of the railroads are exam- 
ples. Especially noteworthy is the great interest which 
many railroads developed in the welfare of their shop- 
men following the great strike of 1922. Roads which 
had done little to cultivate the good will of their shop- 
men as long as the workers were organized suddenly be- 
came greatly concerned about good industrial relations 
when their men returned to work as non-unionists. 


Another outstanding determinant of American post- 
war labor policy has been the inability or the unwilling- 
ness of employers to reduce wages in proportion to the 
fall in non-agricultural wholesale prices. Between 1920 
and 1921, non-agricultural wholesale prices decreased 
about 31 per cent, and between 1920 and 1922 about 30 
per cent. Had employers been more willing to risk 
labor trouble, they undoubtedly could have reduced 
wages in proportion to wholesale prices.* But the fear 
of strikes, which has already been explained, checked 
the reduction in wages. The best measure of wage rates 
is hourly earnings. Between 1920 and 1921, the hourly 
earnings of factory workers decreased about 14 per cent 


8. Handbook of Labor Statistics (1924-1926), p. 517. In addition, the 
physical volume of manufacturing dropped about 23 per cent between 
1920 and 1921. (Federal Reserve Bulletin, xiii [February, 1927], 
100.) By 1922, the physical volume of manufacturing had recovered to 
the 1920 level. 

9. The willingness of employers to risk labor trouble in order to reduce 
wages should be carefully distinguished from their willingness to risk 
it in order to get rid of unions. The very fear of unions and radicalism 
which made business men over-reluctant to reduce wages made them 
over-eager to destroy labor organizations. Consequently, some enter- 
prises recklessly courted costly shut-downs in order to drive out unions, 
and others timidly refrained from making urgently needed wage reduc- 
tions. 
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and between 1920 and 1922 about 19 per cent.! Wage 
rates undoubtedly dropped somewhat more — possibly 
from 20 to 25 per cent between 1920 and 1922. 

Having failed to reduce wages in proportion to the 
fall in prices, employers were compelled to make their 
men more efficient. This might have been done by re- 
verting to pre-war methods; but the same dread of 
strikes which prevented more drastic wage reductions 
made many managements unwilling to try driving. 
One course remained — to increase efficiency by de- 
veloping a stable force and by winning the good will and 
coéperation of the men. This alternative was widely 
adopted. 


Possibly the most important determinant of post-war 
labor policies, at least during the last four or five years, 
has been the growing realization by managers of the 
close relationship between industrial morale and effi- 
ciency. When the severe drop in prices and in sales 
during 1920 and 1921 caused managers to search metic- 
ulously for methods of cutting costs and of increasing 
sales, many ways were found in which the workers could 
help if they would. Spurred by financial necessity, 
managers sought the aid of their employees to an un- 
precedented extent in saving material, reducing the 
wear and tear on equipment, diminishing the amount of 
spoiled product, improving the quality of workmanship 
and even in soliciting additional business. Some con- 
cerns, such as the Bethlehem Steel Corporation and the 
International Harvester Company, have used their 
shop committees to reduce costs. The committees have 
suggested ways of saving labor and materials, they have 
made improvements in the location of tool rooms and 


1. National Industrial Conference Board, Wages in the United States, 
1914-1927, p. 29. 
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’ in the methods of issuing tools, they have helped in- 
crease the value of scrap by segregating materials of 
varying composition, and they have assisted in raising 
the quality of workmanship.? The Bethlehem Steel 
Corporation has attempted to interest its employees 
in saving supplies by calling attention through its com- 
mittees to the expense of certain things which are often 
wasted.* Public utility companies have endeavored to 
interest their employees in the more accurate reading of 
meters and computation of monthly bills. The People’s 
Gas Light and Coke Company of Chicago is an example. 
Altho ten operations are necessary to prepare the bill 
for each reading, the company reports that in 1926 the 
errors in meter reading and billing were only about .007 
per cent. The Chicago Motor Coach Company and the 
Boston Elevated Railways have conducted fuel-saving 
campaigns among their employees. Possibly the most 
notable attempts to gain the help of employees have 
been made by the railroads. Almost all roads have 
instituted fuel-saving campaigns among the engineers 
and firemen. Many have sought to reduce damage to 
equipment and freight by appealing to the train crews 
for smoother handling of cars and to the freight-house 
employees for more careful handling of less-than-carload 
shipments.’ A number of companies have sought the 


2. Bethlehem Review (April 22, 1925), p. 3. 

3. For example, the company calls attention to the fact that in 1925 
its expenditures for soap were $8,161; paper towels, $14,780; brooms, 
$17,255; window glass, $25,855; shovels, $30,000; electric light bulbs, 
$200,000. Bethlehem Review (April 24, 1924), p. 4. 

Following the success of the union-management codperative plan on 
the Baltimore and Ohio, the Canadian National, and other railway sys- 
tems, several roads have sought to develop a codperative plan in con- 
junction with their “company unions.” The Atchison, Topeka and 
Santa Fe and the Union Pacific are examples. 

4. People’s Gas Light and Coke Company, Year Book (1927), p. 15. 

5. Between 1920 and 1927 payments on loss and damage per carload 
of revenue freight decreased from $2.66 to $0.72. To a small extent this 
was due to the drop in the price level. 
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aid of the shopmen in increasing the locomotive mileage 
per engine failure. Some roads now post the mileage 
per engine failure in the roundhouses, and the Rock 
Island publishes the figures by divisions in its monthly 
magazine. Efforts have also been made to interest the 
shopmen in reducing the number of locomotives found 
defective by the federal inspectors,® and to gain the co- 
operation of all employees in improving the ‘‘on time” 
performance of both passenger and freight trains. The 
Erie, the Missouri Pacific, the St. Louis and San Fran- 
cisco, the Southern, and the Chicago and Great West- 
ern now announce in their monthly magazines the 
percentage of passenger trains arriving ‘‘on time’’; the 
Rock Island publishes the ‘‘on time” performance of 
both passenger and freight trains and also a list of the 
trains which have maintained perfect records; and the 
New York Central publishes the percentage of less- 
than-carload shipments which arrive on time. 

Of course, the efforts of managements to reduce 
costs and to increase sales by persuading wage earners 
to go out of their way to help would not have persisted 
had the results not been satisfactory. But the workers 
responded to appeals for their help with almost startling 
generosity. And naturally this response has profoundly 
affected the labor policies of employers. The more 


6. Some indication of the improved morale and increased efficiency 
in the railroad shops is given by the decreasing proportion of locomotives 
found defective by the federal inspectors. In the year ending June 30, 
1923, when the percentage was affected by the shopmen’s strike in the 
summer of 1922, 65 per cent of the locomotives inspected were found 
defective and over 10 per cent were ordered out of service. In the next 
year, the percentage of defective locomotives dropped to 53 per cent; 
in the year ending June 30, 1925, to 46; in the year ending June 30, 
1926, to 40; and finally, in the year ending June 30, 1927, to 31 per cent. 
The percentage of locomotives ordered out of service dropped from 8.8 
in 1923-1924 and 5.0 in 1924-1925 to 3.6 in 1925-1926, and 2.6 in 1926- 
1927. The Interstate Commerce Commission, Sixteenth Annual Re- 
port of the Chief Inspector, Bureau of Locomotive Inspection (1927), p. 1. 
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- plainly the workers have demonstrated the value of 
their coéperation, the greater has become the interest 
of managers in labor’s good will. During the war, and 
to a great extent during the post-war depression, man- 
agers sought labor’s good will largely in order to avoid 
labor trouble. As the fear of strikes has diminished and 
as labor has demonstrated its willingness to codperate, 
the desire for labor’s help has become the most impor- 
tant single influence molding the labor policies of Ameri- 
can employers. 


III 


The methods by which industrial enterprises have 
attempted to make their workers more efficient and 
more contented fall into six principal groups: (1) help- 
ing their employees acquire property; (2) helping them 
acquire a “‘stake”’ in the enterprise by which they are 
employed; (3) protecting them against arbitrary treat- 
ment; (4) rewarding continuity of service; (5) giving 
them opportunities to advance to more responsible 
positions; (6) giving them security. 

The rise of about 11 per cent in the real hourly earn- 
ings of factory workers between 1920 and 1925 led to a 
great increase in saving among wage earners.’ It was 
natural that the growing tendency of employees to save 
should be encouraged by business men. The disposition 
of employers to foster saving was stimulated by their 
fear of radicalism and by a somewhat naive faith in the 
power of even small amounts of property to alter the 


7. From 1921 to 1926, saving deposits in banks and trust companies 
in the United States increased from over $16,500,000,000 to nearly 
$24,700,000,000; and between 1921 and 1925 the assets of bulding 
and loan associations increased from $2,890,000,000 to $5,509,000,000. 
(Statistical Abstract of the United States [1926], pp. 263 and 267.) It 
is impossible to say what proportion of the increase was in the savings 
of wage earners, but these savings probably increased as rapidly as 
deposits in savings banks. 
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fundamental economic views of its owners.’ But even 
tho small amounts of property may influence the eco- 
nomic philosophy of wage earners less than most em- 
ployers believe, the stimulation of saving is undoubtedly 
good personnel policy, because a man who is setting 
aside a small part of his earnings each week cannot 
escape feeling that he is getting ahead, even tho slowly. 
This may not make him satisfied with his compensa- 
tion, but it is likely to take the edge off his dissatis- 
faction.°® 

The most usual method of encouraging saving is for 
the employer to obtain an authorization from the em- 
ployee to deposit to the employee’s credit in a savings 
bank a stipulated deduction from his pay. The em- 
ployee escapes the temptation to spend his money be- 
fore he has made a deposit of part of it, and he even 
avoids the trouble of going to the bank. This plan is 
followed by the Crompton and Knowles Loom Works. 
After five years, 80 per cent of its 2,500 employees were 
participating in the arrangement.' Some enterprises 
offer to hold the savings of their employees. In such 


8. For example, Mr. John F. Tinsley, vice-president of the Crompton 
and Knowles Loom Works, says: “Through a savings plan the em- 
ployers make more capitalists among the wage earners and I think all 
must feel that this is a desirable end. The more the wealth of the coun- 
try is distributed, the less socialistic will be the tendencies among the 
masses of our people.” (New Phases of Industrial Management, p. 194.) 
Mr. C. J. Hicks, executive assistant to the president of the Standard 
Oil Company of New Jersey, writes: “The employee who is saving his 
money becomes a capitalist and is no longer hostile to capitalism.” 
(Harvard Business Review, ii [January, 1924], 200.) 

9. It is true also that the desire to save is likely to increase the effi- 
ciency of piece- and bonus-workers, who constitute about half of the em- 
ployees engaged in manufacturing. (See result of an investigation which 
I made of this point, and which was published in the American Economic 
Review, xv, Supplement [March, 1925], 94-95.) But, strange to say, 
I have been unable to discover a single case in which it is acknowledged 
that saving is encouraged because of the expected effect upon the 
efficiency of piece workers. 

1. J. F. Tinsley, New Phases of Industrial Management, p. 176. 
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cases, the company usually pays the same rate of inter- 
est that it would pay a commercial bank for a loan — 
usually one or two per cent more than the rate paid by 
savings banks on time deposits. This is the practice of 
the Commonwealth Edison Company of Chicago, 
which has an “‘Employees’ Saving Fund,” to which, at 
the end of 1926, 5,165 of its 9,900 employees were sub- 
scribers.? An exceptionally high rate of interest is paid 
by the General Electric Securities Corporation which 
sells its bonds to the employees of the General Electric 
Company. The bonds pay 6 per cent, to which is added 
2 per cent as long as the owner is in the employ of the 
General Electric Company. Thirty-two thousand em- 
ployees, or nearly half the force, have purchased these 
bonds.* 

Many workers wish not merely to save, but to save in 
order to acquire homes. From the standpoint of the 
employer, it is more desirable that an employee have a 
house which is partly paid for than that he have several 
hundred dollars in the bank. A man who owns a house 
near his place of work is more or less tied to his job, 
unless there are other plants nearby at which he could 
pursue his occupation. And, more important, a worker 
who is buying a home is careful to avoid discharge, un- 
likely to resign (unless he is confident of promptly ob- 
taining another job) or to strike, and more eager to 
increase his earnings and hence his efficiency. Since 
the payments on a house usually extend over years, the 
encouragement of home ownership is an effective way 
of diminishing the independence of the workers. 

Home ownership is encouraged by selling houses or 
land to employees at low prices, by assisting employees 
to finance the acquisition of property, by giving free 


2. Commonwealth Edison Company, Annual Report (1926). 
3. General Electric Company, Thirty-Fifth Annual Report, p. 21. 
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legal and architectural help, and by establishing build- 
ing and loan associations among employees. The East- 
man Kodak Company has built houses in small groups 
and has sold them at prices which gave the workers the 
benefit of the economical multiple construction.‘ The 
Commonwealth Steel Company appraises the land and 
examines the title without charge, and lends money at 
5 per cent, repayable in monthly installments.’ The 
Oneida Community sells land at a low rate, provides 
the services of an architect, assists the employee to 
borrow from a bank on a first mortage, and itself lends 
him money on a second mortgage. On completion of 
the house, the company gives the worker a bonus of 
$200. To receive assistance, the worker must have 
saved ten per cent of the cost of the house. The 
Bethlehem Steel Corporation guarantees or purchases 
the second mortgage on the property, and gives the 
employee free architectural, engineering, financial, and 
legal advice.’ The Milwaukee Electric Railway and 
Light Company has established a mutual savings, 
building, and loan association for its employees. The 
assets of the association exceed $8,000,000 and more 
than four-fifths of the married male employees own 
their own homes.® 

4, Law and Labor, ix (May, 1927), 133. 

5. The Commonwealth, xiii (June, 1927) 3. 

6. Esther Lowenthal, “The Labor Policy of the Oneida Community, 
Ltd.,” Journal of Political Economy, xxxv, 122. 

7. Presidential Address of C. M. Schwab before the American Society 
of Mechanical Engineers, December, 1927, Law and Labor, x (January, 
1928)," 18. 

8. The Milwaukee Electric Railway and Light Company, Year Book 
(1926), p. 41. 

It seems clear, however, that in some cases the employees who have 
been assisted to acquire houses have almost exclusively been minor 
officials of the company or higher paid, skilled employees. For example, 
by the end of 1926, the General Electric Company had assisted 1,125 of 


its 75,000 employees to purchase homes. (General Electric Company, 
Thirty-Fifth Annual Report, p. 21.) Furthermore, the average value 
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From encouraging employees to save, it is a short step 
to encouraging them to invest their savings in stock of 
the enterprise which employs them. Some business 
men and personnel experts have acquired amazing 
faith in the power of a few shares of stock to make 
workmen interested in efficiency and unwilling to join 
trade unions or to strike. Mr. Glen A. Bowers of the 
Industrial Relations Counselors, Inc., has stated that 
employee stock ownership ‘‘makes the worker a capi- 
talist in viewpoint and this renders him a conservative 
and immune from radical ideas”;* Mr. F. H. Sisson, 
vice-president of the Guaranty Trust Company, that 
diffusion in the ownership of industry ‘‘will decrease 
class-conscious antagonism by bringing about a partial 
identification of interests as between laborers and capi- 
talists,” and “will discourage the propagation of danger- 
ous and violent social theories”;! and Mr. T. E. Mit- 
ten of the Philadelphia Rapid Transit Company, that 
“if the principle were applied to all industry, America 
would within a year become a strike-proof nation.’’? 
During the last seven years nearly all of the largest 
enterprises in the country have made special efforts to 
sell stock to their employees.’ 


of the houses which the employees were assisted to purchase was $8,000 
— distinctly more than most wage earners could afford. So far as the 
effect on labor turnover is concerned, it is probable that the workers 
who have purchased houses are those who are most inclined to be stable, 
and who in many cases would probably purchase homes without aid 
from their employers. 

9. New Tactics in Social Conflict, p. 4. 

1. General Electric News, Lynn Works, ix (December 2, 1927), 9. 

2. Philadelphia Rapid Transit Company, Service Talks, vii (Sept. 28, 
1926), no. 21. 

3. In order to induce the employees to invest, the shares are often 
offered at substantially less then the market price. The Union Oil Com- 
pany of California sold stock to its employees at 5 per cent below the 
market; the Electric Storage Battery Company at about 20 per cent 
below. The American Telephone and Telegraph offered stock to its 
employees in 1925 at $125 a share. The range of the market price for 
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No recent development of personnel practice has at- 
tracted wider attention than employee stock owner- 
ship. And yet it is among the least significant of the 
new labor policies. When a large proportion of em- 
ployees owns stock, the ground is undoubtedly pre- 
pared for the management to insist upon better work- 
manship or more output, and, in consequence, the task 
of improving the efficiency of the force may be some- 
what easier.‘ But unless the management demands 
greater efficiency, stock ownership alone is not likely 
to produce it. Nor is there any real evidence that a few 
shares in a huge corporation affect the fundamental 
economic views of the worker, cause him to ‘“‘feel him- 
self a partner rather than a servant,’”’ render him a 
“capitalist in viewpoint” and “immune from radical 
ideals,’ or make him less willing to join a trade union 
or to strike for higher wages.’ As a matter of fact, it 


that year was from $130 to $145. Early in 1926, the Pullman Company 
sold stock at $140. The low for the year on the New York Exchange 
was $1454 and the high was $1993. Several of the Standard Oil Com- 
panies gave the employee a share for every two that he purchased. 
This, of course, amounted to selling the stock at one third below the 
nominal price. In still other cases, employee stockholders are paid a 
special bonus, in addition to regular dividends. General Motors Cor- 
poration and the International Harvester Company pay a bonus of $2 
a share for five years after the employee has paid for his stock; E. I. 
du Pont de Nemours and Company pays $3; the Bucyrus Company 
pays a bonus of $5 a share for five years, regardless of whether or not 
the stock has been paid for. 

4. In a large number of cases, the proportion of employees owning 
stock is very large: for example, Bethlehem Steel Corporation, over 60 
per cent (Bethlehem Review [February 1, 1926], p. 3); the Common- 
wealth Edison Company, 43 per cent; the Standard Oil Company of 
California, 86 per cent of 14,200 eligible employees; the Standard Oil 
Company of Indiana, 71 per cent of 22,000 eligible employees. (Foerster 
and Dietel, Employee Stock Ownership in the United States, pp. 115, 
138, 160, 161.) 

5. The defeat of a carpenters’ strike in Reading, Pennsylvania, is said 
to have been aided by the refusal of some carpenters to participate be- 
cause they owned small blocks of stock and considered themselves 
““members of the firm.’’ (Labor Age, xiv [July, 1927], 24.) But it is 
obvious that the carpenters may have given this reason to justify a 
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would be surprising if these results occurred. During 
1927 the average factory worker in the United States 
earned $1299. In order, therefore, to possess an interest 
as a stockholder which approximates his interest as a 
wage earner, the typical factory worker would need 
about $20,000 of stock. The National Industrial Con- 
ference Board has found that the average subscription 
in 315 corporations is only $1,300.° It is scarcely con- 
ceivable that the ownership of twelve or thirteen shares 
would materially alter the attitudes of employees toward 
wages, hours, or working conditions. Suppose that a 
man earns $1,200 a year and that he has purchased 
thirteen shares of $100 each. Dividends at the rate of 
seven per cent yield him $91 a year. Assume that the 
men seek a 10 per cent advance in wages. The company 
replies that such an increase would necessitate cutting 
dividends in half, a loss to the employee-stockholder of 
$45.50 a year. But a 10 per cent advance in wages 
would give him $120 a year. Is it likely that the title 
to thirteen shares of stock would diminish his interest in 


refusal which rested upon other grounds — probably upon a conviction 
that the strike would fail. In any event, the effect of a share in a small 
enterprise sheds little light on the probable effect of a share in a large 
concern. For example, the fact that the photo-engravers’ union has 
found it desirable to prohibit its members from buying shares in the 
small shops which are typical of the photo-engraving industry, or that the 
International Ladies Garment Workers’ Union has experienced diffi- 
culty in controlling the small shops manned by working partners and 
known as “social shops,” is scarcely indicative of how a worker will be 
affected by a $1,000 interest in a billion-dollar enterprise such as the 
United States Steel Corporation or the General Motors Corporation. 

6. The New York Trust Company, The Index (October, 1928), p. 8. 
Many enterprises limit the number of shares which will be sold to an 
employee under the stock-purchase plans. The Great Atlantic and 
Pacific Tea Company restricts subscriptions to one-tenth of the employ- 
ee’s annual earnings; E. I. du Pont de Nemours and Company to one- 
fifth; and the General Motors Company to one-third. The American 
Telephone and Telegraph Company permits each worker to purchase 
one share for each $300 of his annual earnings; the Bethlehem Steel 
Corporation, one for each $400; and the Electric Storage Battery Com- 
pany and the Pullman Company, one for each $500. 
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higher wages or prevent him from joining a union or 
from striking in order to get them? 


The traditional drive system of management natur- 
ally gave rise to many methods of handling labor which 
created ill will and resentment. In order that enter- 
prises should gain the good will of their men, it was 
necessary for them to effect substantial improvements 
in the practices of foremen and other minor executives 
in dealing with labor. Three principal methods have 
been used: (1) centralization of control over discharges; 
(2) foreman training; (3) shop committees. These 
efforts to improve the handling of men are among the 
most important developments in American personnel 
practice. 

Of the three methods, that used most extensively has 
been the transfer of authority to discharge from the 
foreman to the head of the labor department. In some 
cases the foreman is permitted to dismiss men from his 
own department but not from the service of the firm; 
in others, the approval of the labor manager is neces- 
sary even to remove a worker from a department. Some 
companies, including several of the Standard Oil com- 
panies and the Boston Rubber Shoe Company, forbid 
discharge for the first offense except in the case of a 
few serious acts which are listed in the book of rules. 
Restricting the freedom of the foreman to discharge 
has profoundly affected his methods of handling men 
because it has deprived him of his chief disciplinary de- 
vice. This has compelled him to rely less upon threats 
for obtaining results and to make greater efforts to get 
along amicably with his men. The consequence natur- 
ally has been a drop in the number of petty grievances.’ 

7. As a matter of fact, labor managers almost invariably approve the 
discharges which the foremen recommend. Nevertheless, the centraliza- 


tion of authority over discharges has a profound effect because the fore- 
men interpret it to mean that discharges are not desired. 
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The eagerness of managers to improve the handling 
of men has led hundreds of enterprises during the last 
seven or eight years to establish classes in foremanship. 
Swift and Company, for example, have put 4,600 of 
their foremen through a training course. The United 
States Chamber of Commerce has a record of 324 fore- 
manship courses (exclusive of correspondence courses) 
conducted during the year ending in June, 1926, and of 
933 in the year ending June, 1927. So rapid has been 
the spread of foreman training, that concerns have 
been created to conduct classes on a commercial basis, 
and some trade associations, such as the National Metal 
Trades Association, have prepared courses for their 
members.’ Of less importance than classes on foreman- 


The restrictions upon the freedom of foremen to discharge might be 
expected to reduce the number of discharges, and to some extent this 
result seems to have occurred. For example, during the period 1910 to 
1915, the United States Bureau of Labor Statistics found a discharge 
rate of 17.5 per cent among 153 establishments. (P. F. Brissenden and 
E. Frankel, Labor Turnover in Industry, pp. 80-81.) Among 78 plants, 
I found a discharge rate of 12.5 per cent during the period 1910 to 1913. 
(The Turnover of Factory Labor, p. 94.) The Metropolitan Life In- 
surance Company, however, found a discharge rate of only 6.5 per 
cent among 300 plants for 1926, and of 5.5 per cent for 1927. (Hand- 
book of Labor Statistics [1924-1926], p. 585, and Monthly Labor Review, 
xxvii [July, 1928], 27.) 

But discharge rates based upon the average number of workers em- 
ployed are somewhat misleading. Discharges vary with hirings as well 
as with of the size of the force, because it is the newly hired men who 
are most likely to be discharged. The principal cause for the decrease 
in the discharge rate has been the decrease in the number of hirings. 
Compared with the number of hirings, however, discharges are not 
clearly less numerous now than before the war. For the period 1910 to 
1915, the Bureau of Labor Statistics found one discharge for every 5.5 
men hired; but, for the period 1910 to 1913, I found one discharge for 
every 8.3 men hired. For 1926, the Metropolitan Life Insurance Com- 
pany found one discharge for every 8.4 hirings and, for 1927, one dis- 
charge for every 7.3 hirings. 

8. U.S. Chamber of Commerce, Growth of Foremanship Courses in 
the United States, June, 1926, to June, 1927, p. 11. 

9. The current methods of training foremen leave much room for 
improvement. The situation has been well described by Mr. L. A. 
Hartley: “It is well to observe here that many of the foreman training 
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ship, but significant of the trend of the times, are the 
special handbooks for foremen, such as the Bethlehem 
Steel Corporation’s Hints to Foremen, the Scoville 
Manufacturing Company’s Foremen’s Manual, and, 
most elaborate of all, the Lehigh Coal and Navigation 
Company’s Mine Management Policies, running, in 
the revised edition, to 117 pages. 

These policies with regard to foremen — depriving 
them of authority to discharge and training them in 
better methods of handling men—do not entirely 
‘eliminate grievances. The steady increase in the num- 
ber of shop committees since 1921 indicates that many 
managers recognize the undesirability of permitting 
grievances to smolder unadjusted. The disposition of 
the cases handled by these committees is significant. 
Mere statistics, of course, cannot prove that employees 
are obtaining justice, but the many decisions in favor 
of the men suggest that managers consider it wise to be 
fair in at least a substantial proportion of the cases. 
The Bethlehem Steel Corporation reports that, out of 
2,316 cases, 1,682, or over two-thirds, were settled in 
favor of the employee.! Of more than 1,800 matters 
considered by the plant assemblies of Swift and Com- 
pany prior to 1925, about 70 per cent were settled in 
favor of the employee.? At the Lynn works of the Gen- 
eral Electric Company, 274 cases were settled by the 
shop committee in the first two years: 76 were decided 
in favor of the employee, 99 in favor of the management, 
activities conducted at present throughout the country are open to con- 
siderable question as permanent methods. The success of the short, in- 
tensive foreman training conferences is due very largely to the fact that 
the present methods of foremanship have been so generally poor that 
almost any kind of a discussion of present problems is helpful.” (Cham- 
ber of Commerce of the United States, Employee Training, p. 17.) 

1. John Calder, Five Years’ Representation Under the Bethlehem 


Plan, Iron Age, cxi, 1,694. 
2. Swift and Company, Year Book (1925), p. 51. 
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7 were compromised, 21 were withdrawn, 14 were not 
considered, and 52 were submitted to other authorities 
for decision.* Out of the 45,930 cases considered by the 
employee committees of the Pennsylvania Railroad 
during the four years ending 1924, 21,904, or 47.7 per 
cent, were adjusted or compromised in favor of the 
employee; 13,320, or 29 per cent, were withdrawn or 
decided against the employee, and 10,693, or 23.3 per 
cent, were appealed to the next higher officer.‘ 


The acute scarcity of labor during the war caused em- 
ployers to discover the importance and the cost of 
labor turnover. The post-war drop in prices, which 
compelled managers to hunt for every possible way of 
cutting costs, accentuated the interest of managers in 
reducing labor turnover. One of the outstanding fea- 
tures of recent American personnel policy, therefore, 
has been the endeavor to increase the efficiency of labor 
by encouraging continuity of service. 

Many of the recent developments in personnel prac- 
tice — such as group insurance, old-age pensions, pro- 
motion of home ownership, protection of employees 
against arbitrary treatment, and vacations with pay — 
have the encouragement of continuous service as one of 
their purposes. Of special importance, however, are 

3. E. H. Morell, The Lynn Plan of Representation, chart no. 3. But 
the most significant thing about these figures is the small number of 
cases which arose during a period of two years in a large force. The 
conclusion appears to be inevitable that the shop committees failed to 
command the confidence of the employees, or that there were other more 
satisfactory ways of having grievances adjusted. 

4. Pennsylvania Railroad Company, Employee Representation, p. 47. 

5. Except possibly in the case of the encouragement of home owner- 
ship, the predominant purpose is not to encourage continuous service. 
A principal object of insurance and pensions is to provide a regular way 
of dealing with situations which have often subjected employers and 


their men to appeals for charity and which have been injurious to 
morale. 
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specific rewards for continuous service. Many enter- 
prises now advance the wages of workers at given inter- 
vals of employment. The Oneida Community, Ltd., 
adds one per cent to the worker’s wage at the end of 
the month. This rises by gradual increments to 5 per 
cent in twelve months, 7 per cent in two years, and 10 
per cent in five years.? The Eastman Kodak Company 
pays a wage dividend which is affected by the employee’s 
length of service. For every dollar in excess of the first 
dollar paid in dividends on common stock, the company 
pays a wage dividend of $5 on every $1,000 earned by 
the worker in the preceding five-year period. The com- 
pany is now paying $8 on its common stock. This makes 
the wage dividend $35 for every $1,000 earned by each 
employee during the last five years of service.’ The 
Studebaker Corporation pays a bonus of 5 per cent of 
the worker’s last year’s earnings on each anniversary 
of his service, and the Crocker-McElwain Company a 
differential for each year of service up to five, when the 
worker becomes eligible to apply for a written agree- 
ment guaranteeing him full employment.*® 

One of the most effective ways of encouraging con- 
tinuous service is to transfer men, after a given period 
of employment, from the hourly to the monthly pay 
roll, thus giving them the privileges enjoyed by the 
regular salaried staff. This is done by the Common- 
wealth Edison Company of Chicago at the end of a 
year’s service. An employee on the hourly pay roll 
who is absent a day or so for some reason other than 
sickness is not compensated, but the man on the 

6. Esther Lowenthal, Journal of Political Economy, xxxv, 118. 

7. Law and Labor, ix (May, 1927), 132. An official of the company 
says: ‘We believe that the payment of these wage dividends has re- 


sulted in greatly reduced labor turnover and increased loyalty and effi- 


ciency of employees.” 
8. “Stabilizing Employment Plans,” Law and Labor, viii (May, 1926), 
140. 
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’ monthly pay roll receives full pay. A worker on the 
monthly pay roll who becomes ill or is injured receives 
full pay for seven working days. Thereafter, until he 
returns to work, he is paid a portion of his salary. The 
hourly man is given half of his normal wages for the 
first seven days of his incapacitation, but after this re- 
ceives nothing.® Most important of all is the fact that 
the worker who is on the monthly pay roll feels that he 
has a permanent job, because reductions in staff are 
made by first laying off the hourly men. The Standard 
Oil Company of California also places all employees, 
regardless of their work, on a monthly salary after a 
year’s service. Every salaried employee, whether com- 
mon laborer or manager, receives the same privileges 
—an annual vacation of two weeks with full pay, a 
pension after a number of years of service, and compen- 
sation during sickness and recovery from accident for 
a certain period depending upon the length of employ- 
ment, but regardless of whether the sickness or accident 
was incurred in line of duty.! Most effective of all 
rewards for continuous service is a definite guaranty of 
steady employment to workers who have served a 
given time. The Crocker-McElwain Company, for 
example, guarantees full-time work to each man who 
has been in its employ five years or more.” 


A highly significant recent development in American 
personnel policy has been the creation of definite se- 
quences of promotion and the filling of vacancies in ac- 
cordance with merit. The mere transfer of the control 
of hiring and firing from the foreman to the labor man- 
ager has tended to bring about advancement on the 
basis of merit. As long as each foreman hired and pro- 


9. Letter from the company to the writer. 
1. W. J. Held, Forbes Magazine (June 1, 1925), pp. 261-262. 
2. Law and Labor, viii (May, 1926), 139. 
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moted his own men, many vacancies were filled, not by 
promotions, but by hiring new men. In fact, many 
foremen preferred not to promote their best men. The 
better a man performed an operation, the more anxious 
the foreman was to keep him at it, because it meant one 
less job to worry about. Some foremen deliberately 
gave the best places to friends. This was done partly 
out of friendship, but partly also because a group of 
friends sprinkled throughout the force made the depart- 
ment easier to manage.® 

The labor manager, on the other hand, has no reason 
to refuse to promote a worker simply because the man 
is especially good at a certain job, nor is he seriously 
tempted to promote on the basis of friendship, because, 
as a rule, he is intimately acquainted with relatively 
few wage earners in the plant. In addition, the spread 
of the policy of promotion by merit has been stimulated 
by two special causes — the desire to keep down labor 
turnover and the necessity of adjusting labor costs to 
the post-war level. Studies of labor turnover revealed 
that many enterprises were losing good men because 
workers could obtain better jobs more easily by chang- 
ing employers than by winning advancement. In order 
to encourage continuity of service, many labor manag- 
ers have adopted the policy of hiring outsiders only for 
the least desirable jobs, and of filling the best jobs by 
promotion. This policy was still further stimulated by 
the drop of prices in 1920. In order to reduce labor 
costs in proportion to the fall in prices, it was necessary 
to provide every possible incentive for workers to be 
more efficient, and one incentive offered them has been 
the opportunity to win better jobs by merit. 

3. Occasionally the foreman used his control of jobs to create a per- 
sonal machine which rendered him more or less independent of his 


superiors. The firm could not discharge him without causing a large 
part of the department to quit. 











418 QUARTERLY JOURNAL OF ECONOMICS 


Not only has advancement in accordance with merit 
spread rapidly, but many enterprises have established 
classes in which employees can prepare themselves for 
promotion. The Boston Elevated Company offers 
courses in business English, inter-departmental ac- 
counts, and automotive maintenance; the General 
Electric Company has a vast variety of courses of dif- 
ferent grades, including machine design, blue-print 
reading, shop mathematics, armature winding, me- 
chanical drawing, switchboard testing, and courses 
for clerical employees.‘ The Milwaukee Electric Rail- 
way and Light Company has classes in car wiring, boiler 
room practice, and the company accounting system.°® 
Swift and Company report that on November 1, 1924, 
over 6,200 of its 50,000 employees were pursuing educa- 
tional work offered by the company.® This included 
physics, salesmanship, business English, and a general 
course — in which were enrolled 500 of the most prom- 
ising young men in the production departments of 
thirteen plants — covering the policies and methods 
of the company.’ The Crompton and Knowles Loom 
Works, in the year 1923-24, had about 600 of its 
2,500 workers enrolled in its evening courses on loom 
construction, mechanical drawing, blue-print reading, 
machine-tool operation, pattern making, molding, forg- 
ing, welding, weaving, and the properties of iron and 
steel.® 

Promotion in accordance with merit is of great im- 
portance, because the employee feels that he has more 
than a job — that he has the opportunity for a career, 


4. General Electric Company, Education Facilities for Employees of 
the General Electric Company. 

5. The Milwaukee Electric Railway and Light Company, Year Book 
(1926), p. 38. 

6. Swift and Company, Year Book (1925), p. 52. 

7. Ibid. (1923), p. 49. 

8. J. F. Tinsley, New Phases of Industrial Management, pp. 103-105. 























LABOR POLICIES OF AMERICAN INDUSTRIES 419 


a chance to advance into jobs which he had dreamed of 
holding but which he could never see a way of reaching. 
And the workers who best appreciate the chance to 
win promotion by merit are likely to be the ablest and 
most ambitious in the force, precisely those who, if 
given no opportunity to advance, would be most active 
in organizing and leading trade unions. Unionism in 
the United States has always suffered because of the 
relative ease with which able wage earners could rise 
out of their class. Employers are now making advance- 
ment for superior workmen more attainable than ever 
before. In a generation or two, the effect upon the labor 
movement may be substantial. 


Of the most recent developments in personnel practice 
by far the most important is the endeavor of employers 
to make the jobs of their men more secure. Why have 
managers suddenly acquired such a deep and genuine 
interest in the stability of employment? The severe 
unemployment of 1921 is not a satisfactory explanation, 
because the grave depressions of 1893, 1908, and 1914 
aroused no similar interest. Four principal circum- 
stances appear to explain the present concern of business 
men with the regularity of employment. Possibly the 
most important has been the desire of managers to 
reduce labor turnover — a desire which was created, 
we have seen, largely by the war boom. It is apparent 
that whatever is done to make jobs attractive can have 
little effect if the workers regard their positions as only 
temporary. Nor is there much point in encouraging 
continuity of service, if, at frequent intervals, one-fifth 
to one-third of the force is laid off. A second reason for 
the interest of managers in stability of employment has 
been the urgent necessity of increasing the efficiency of 
labor. The extreme inefficiency of labor during the war 
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and the great drop in prices during 1920 led managers 
to examine more carefully than ever before the causes 
of inefficiency. As a result, managers were profoundly 
impressed by the fact that many workers deliberately 
withhold production and use great ingenuity to conceal 
how little they are doing, because they fear that more 
output would mean less work. It was apparent to em- 
ployers that this conscious restriction of output could 
be removed only by giving the men reasonable assur- 
ance of steady work. Finally, the interest of business 
men in security of employment was stimulated by their 
fear of radicalism and their desire for the good will of 
their men. Managers readily appreciated that nothing 
is more likely to make a workman radical than uncer- 
tainty of employment, and nothing more likely to keep 
him conservative than the prospect of steady work. 
And as business men studied the problems of creating 
industrial good will, they perceived that most wage 
earners are not contented unless they have steady jobs 
and that all efforts to gain labor’s good will must rest 
upon a foundation of regular employment. 

The methods by which business enterprises have en- 
deavored to stabilize employment are too numerous to 
describe here. There is abundant evidence, however, 
that substantial results have been achieved. Thus, 
Procter and Gamble now guarantees its men 48 weeks 
of work in the calendar year. In consequence, labor 
turnover has dropped to the almost unheard-of rate of 
less than one per cent a month in a force of 6,500 men." 
The Delaware and Hudson Railroad, by using a flexible 
working day and working week, has avoided laying off 
a single skilled worker since the plan was put into 


9. For an excellent description of them, see Professor H. Feldman’s 
book, The Regularization of Employment. 

1. Stabilizing Employment Plans, Law and Labor, viii (May, 1926), 
139. 
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effect in 1923.2 During the anthracite coal strike, the 
entire shop force was kept engaged by working five 
days a week, and by making repairs in advance of the 
need for them. The best evidence of the general prog- 
ress in stabilizing employment is the decrease in 
the lay-off rate. The United States Bureau of Labor 
Statistics, collecting data for the period 1910-19 and 
for the year ending June 30, 1918, found an average 
lay-off rate of 13 per cent in a group of 261 plants em- 
ploying the equivalent of 691,681 full-time workers.* 
For the period 1911-15, I found an average lay-off 
of 35 per cent among 78 plants employing 154,933 
workers.‘ On the other hand, in 1926, the median lay- 
off rate among the enterprises reporting to the Metro- 
politan Life Insurance Company was 6° and, during 
1927, 6.5 per cent. 


The methods which have been discussed are the most 
important ways in which business men are endeavoring 
to make their men more efficient and more contented, 
but they are not the only ways. In concluding this de- 
scription of personnel practices, it is desirable to indi- 
cate briefly a few of the many other methods by which 
enterprises are seeking to build up good will and effi- 
ciency. The Hammermill Paper Company provides 
garage facilities at a nominal figure, and sells gasoline 
to employees at one cent below the public filling-station 
price; the Spicer Manufacturing Corporation sells its 
men coal, gasoline, and oil;* L. Bamberger and Com- 
pany employ a lawyer to advise employees, without 

2. Stabilizing Employment Plans, Law and Labor, viii (May, 1926), 
p. 142. 

3. P. F. Brissenden and E. Frankel, Labor Turnover in Industry, 
pp. 80-81. 

4. S. H. Slichter, The Turnover of Factory Labor, pp. 86 and 92. 

5. United States Bureau of Labor Statistics, Handbook of Labor 
Statistics (1924-1926), p. 585. 

6. Rules and Regulations (April 21, 1924), p. 24. 
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charge, on legal matters;’ and the Hammermill Paper 
Company provides free notary service and aid in filling 
income-tax returns. A number of enterprises maintain 
dental dispensaries, which give free examination, ad- 
vice, and temporary treatment, and, in some instances, 
as in the case of Bausch and Lomb Optical Company, 
do permanent dental work at low rates.* Bausch and 
Lomb maintain an eye clinic, which gives examina- 
tions, and supplies frames and lenses far below cost; ° 
L. Bamberger and Company have a chiropodist, who 
visits the store hospital two days a week and does work 
at a nominal charge.! The Standard Oil Company of 
California has arranged for employees to obtain loans 
for restricted purposes at five per cent interest, using 
their stock in the company as collateral.2 The Em- 
ployee’s Handbook of the Public Service Company of 
Northern Illinois says:* “It is recognized that there 
are times when an employee may need temporary 
financial assistance, on which occasions the company 
stands ready to extend such assistance.” Some person- 
nel departments offer to advise employees in regard to 
personal problems. The Book of Information and In- 
struction for Employees issued by the Boston Rubber 
Shoe Company says:‘ ‘‘The Industrial Relations De- 
partment will gladly help any employee who has a 
personal matter on which he wishes counsel, such as 
sickness in the family, financial problems, the purchase 
of or renting of a home, and so forth. . . . You should 
feel free to go to the office (with your foreman’s permis- 
sion, if during working hours), with the assurance that 


. Employees’ Information Booklet, pp. 10-11. 

. Instructions for Employees (June, 1924), p. 7. 

Ibid., p. 7. 

. Employees’ Information Booklet, p. 9. 

Standard Oil Company (California), Bulletin (March, 1927), p. 5. 
Page 22. 

. Pages 6-7. 
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your best interest will be served by so doing.”’ The 
Employee’s Manual of the Scoville Manufacturing Com- 
pany ° states that “‘it is the aim of the Industrial Ser- 
vice Department to render personal assistance to all 
employees in solving their personal problems. There 
are many instances when a situation can be faced more 
bravely and effectively if a friend is at hand to consult; 
the Employment Office undertakes to be such a friend.” 
The Employee’s Information Booklet of L. Bamberger 
of Newark ° says: ‘‘If you need help or advice in finding 
a place to live, to board, to spend a vacation, or if you 
are worried about anything, consult with the Social 
Service Secretary, or see one of the Employment man- 
agers, or a member of the education department.” 
Describing the personnel methods of the Common- 
wealth Steel Company, Mr. A. G. Morey says: ‘‘The 
men voluntarily bring many of their human problems 
to us, and a word of counsel, the use of our legal facili- 
ties, or other influences, have enabled us to be of service 
and advice to the men in many of their personal prob- 
lems.”’?7 Among the cases recently handled by the 
employees’ service division of the People’s Gas Light 
and Coke Company of Chicago, were the following 
numbers of requests for several kinds of help: advice in 
investing money, 32; intercession for reduction of phy- 
sicians’ bills, 15; adjustment of difficulties with install- 
ment houses, 18; consultation on business affairs, 91; 
financial assistance in emergencies, 52; arrangement for 
hospital, surgical, or medical care, 190; advice in ob- 
taining specialist for dental work, 22; advice in obtain- 
ing eye, nose, ear, or throat specialists, 43; assistance 
in drawing up wills, 33.° 
5. Edition of February 1, 1927, p. 25. 
6. Page 10. 


7. The Commonwealther, xiii (June, 1927), 4. 
8. People’s Gas Club News, xvi (November 15, 1928), 7. 
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IV 


One of the best ways of appraising the significance 
of the new personnel methods is to ask in what degree 
they are responsible for the present labor situation in 
the United States. The situation is characterized by 
four outstanding features: (1) a spectacular increase 
during the last seven years in the physical production 
per wage earner; (2) a substantial drop in union mem- 
bership; (3) a large decrease in the number of strikes; 
(4) a low rate of labor turnover. The new labor policies 
have played an important part in producing these 
results, but it seems reasonably clear that a far more 
important part has been played by general economic 
conditions. 


Between 1919 and 1925, the per capita production of 
workers engaged in manufacturing increased about 37 
per cent. In other lines of industry the increase was 
almost as great. To some extent this great increase is 
attributable to the new labor policies. The practice of 
promoting in accordance with merit has undoubtedly 
stimulated many workers to produce more; and the 
interest which employers have aroused in saving and 
home ownership has probably increased the efficiency 
of many piece- and bonus-workers. Of special impor- 
tance has been the greater security of employment, for 
which the new labor policies are partly responsible. 
The job has ceased to be merely a temporary position 
which the worker is bound to lose soon, and has become 
a valuable piece of property which he can probably keep 
for the rest of his life, provided he meets the management’s 
standards of efficiency. The fact that he now has some- 
thing worth keeping has produced a radical change in 
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his willingness to do his best. ® Finally, the creation of 
industrial good will has undoubtedly tended to make 
men more efficient. Its effect, however, has probably 
been primarily indirect rather than direct. Employees 
who are well disposed toward their superiors are not, 
because of that fact, necessarily more industrious or 
more painstaking. But good will does render workmen 
more responsive to demands made upon them by the 
management, and thus it enables alert and aggressive 
executives to obtain better results from their men. 
The most important causes for the increased produc- 
tion per worker, however, have not been personnel 
policies. Undoubtedly the greatest cause of all has been 
the elimination of inefficiencies which grew up during 
the war and post-war boom, when speed was all im- 
portant and when less than usual attention was paid 
to costs. A second important cause for the greater out- 
put per worker has been the movement of prices, espe- 
cially the downward trend of non-agricultural wholesale 
prices in general and of interest rates in particular, 
and the tendency of wages to fall less than other 
prices and, during the last five years, not to fall at 
all. The great fall of prices in 1920 and 1921 created 
an imperative necessity that enterprises quickly and 
drastically reduce costs. This led managers to search 
as they had never searched before for ways of obtaining 
more output from fewer men. Falling prices have also 
hastened the normal tendency for production to be 
concentrated into the newest plants. These, as a rule, 
are precisely those which are best equipped and in 


9. Stabilized employment means that enterprises are hiring fewer 
men for temporary jobs. The result is that a man who loses his job 
finds employment more difficult to obtain and unemployment becomes 
a@ more serious matter. Thus stabilization of employment tends to dis- 
courage resignations and to increase the workers’ fear of discharge or 
lay-off. 
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which labor is most effective. The pronounced down- 
ward trend of long-time interest rates since 1921, the 
rise in wages between 1922 and 1924, and the stability 
of wages since 1923 have made it profitable for em- 
ployers to replace methods of production which require 
less waiting and more labor with methods which require 
more waiting and less labor. Such changes, of course, 
increase physical output per laborer. Finally, produc- 
tion per worker has been increased by the abundance of 
labor. This in turn is a result of the concentration of 
output in plants where labor is most effective, of the 
spread of labor-saving methods of production, of the 
depression in agriculture (which has accelerated the 
movement of men from farm to city), and of the failure 
of wages to fall with the decrease of wholesale prices. 
Despite the restrictions on immigration, therefore, the 
supply of labor has been large in relation to the demand.* 
Naturally, only the best workers have been hired and 
there has developed a serious unemployment problem 
among the older and the less efficient men. And because 
wage earners have found jobs none too easy to obtain, 
they have hesitated to resign and have improved their 
efficiency in order to avoid discharge.’ 

The second outstanding feature of the labor situation 
is the drop in union membership. Since 1920, the mem- 


1. At certain times and in some places there have been serious labor 
shortages in the building trades. There was also a more or less general 
shortage for a few months late in 1922 and early in 1923. 

2. The evidence does not appear to bear out the oft-repeated asser- 
tion that the increase in output per worker since 1919 is primarily due 
to the use of more machinery or of more power per worker. I have 
analyzed the evidence briefly in my article: ‘“'The Secret of High 
Wages,’’ New Republic (March 28, 1928), liv, 183-185. To some ex- 
tent the efficiency of labor has probably been affected by installment 
buying, because the desire to keep up monthly payments on cars, 
houses, and radios and at the same time to maintain customary stand- 
ards of living has undoubtedly stimulated piece- and bonus-workers to 
increase their output. 
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bership of the American Federation of Labor has de- 
creased about 30 per cent. This figure, however, is 
somewhat misleading because the building boom has 
enabled the building trades unions to grow. Between 
1920 and 1923 the membership of 33 organizations 
which draw their adherents primarily from manufac- 
turing dropped from 1,220,100 to 648,000, or nearly 
half. Between 1923 and 1926, despite the stability of 
the business situation, the membership of the same 
unions decreased nearly 18 per cent, from 648,000 to 
532,000. 

The precipitous fall in union membership between 
1920 and 1923 was due principally to the withdrawals 
which normally accompany severe unemployment and 
to the break-up of unions after unsuccessful strikes. 
The failure of the strikes was, of course, due to the 
severe unemployment which prevailed throughout 1921 
and most of 1922. About half of the drop in member- 
ship between 1923 and 1928 occurred in the Interna- 
tional Ladies Garment Workers’ Union, an organization 
which has been badly disrupted by the communists 
rather than by the employers. The remainder of the 
shrinkage after 1923 was caused primarily by the de- 
crease of about 5 to 6 per cent in the number of workers 
engaged in manufacturing. Among the skilled crafts- 
men— who constitute the bulk of the union member- 
ship — the decrease was probably more than 5 or 6 per 
cent. 

But have not the new personnel policies at least pre- 
vented the spread of unionism and thus are they not 
indirectly responsible for the fall in union membership? 
To this question the answer must be that the effective- 
ness of the new labor policies in checking the spread of 
unionism has not been tested, because in few cases has 
a determined effort been made to organize plants in 
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which the new policies are found.* It is undeniable that 
during recent years the interest of wage earners in 
unionism has been weak, but this is most plausibly ex- 
plained by the advance of about 11 per cent in the real 
earnings of factory workers between 1920 and 1926, 
and by the fact that, during most of the time since 1921, 
jobs (outside of the building trades) have been none 
too easy to obtain. 


The third outstanding feature of the American labor 
situation is the drop in the number of industrial dis- 
putes from 3,630 in 1919 to 1,035 in 1926.4 The num- 
ber of employees involved fell from 4,160,000 to 330,000.5 
Undoubtedly the new personnel policies have tended to 
diminish strikes. But they are not responsible for this 
great decrease. Over four-fifths of the strikes in the 
United States are called by labor unions. The new 
methods of handling labor, however, have made greatest 
progress in non-union shops. Industrial disputes appear 
to be primarily products of price fluctuations. They 


3. The first real test of the new personnel practices is likely to come 
in the railroad shops. During the war, the railroad shop workers were 
strongly organized, but the unions were driven out of about half the 
shops in the bitter strike of 1922. Many roads which destroyed the 
unions have adopted the new personnel methods — “company” unions, 
group insurance, employee stock ownership, and security of employ- 
ment. It is certain that the shop-craft unions will soon endeavor to re- 
establish themselves on the unorganized roads. Because the tradition 
of unionism still remains among these workers and because the men are 
largely skilled craftsmen, the efforts to reorganize the shops should 
furnish a real test of whether the new personnel policies make workers 
satisfied to remain unorganized. Thus far the effort to organize the 
employees of the Interborough Rapid Transit Company in New York 
City is the most notable attempt to spread unionism among the employ- 
ees of a company which practices the new methods of handling men. 

4. The Handbook of Labor Statistics (1924-1926), p. 572. In 1917 
there were 4,540 disputes, but the total number of employees involved 
was less than one-third the total of 1919. 

5. Ibid., p. 570. In the case of many of the smaller disputes, the num- 
ber of employees involved was not reported. The figures given above 
include 2,665 disputes in 1919 and 783 disputes in 1926. 
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are most numerous when changes in the cost of living 
or in wholesale prices cause workers or employers to 
seek changes in the customary wage rates. The remark- 
able fewness of disputes since 1922 is primarily attribut- 
able to two facts: the stability of the cost of living and 
the failure of the rather substantial drop in non-agricul- 
tural wholesale prices since 1923 to produce a move- 
ment to reduce wages. For the latter fact, however, as 
will be pointed out presently, the new labor policies are 
in some degree responsible. Important also in reducing 
the number of disputes have been the increase in the 
real earnings of factory workers, and the weakening of 
many unions by the depression of 1921, so that they 
have been unable to undertake aggressive organizing 
campaigns.° 

The fourth outstanding feature of the labor situation 
is the low rate of labor turnover. Before the war, turn- 
over rates in manufacturing averaged in good years not 
far from 100 per cent. In 1926, a fairly active year, the 
Metropolitan Life Insurance Company reports a median 
turnover rate of 47 per cent among several hundred 
factories.’ In 1927, a less active year, the median rate 
was 41.4 per cent. 


6. The reduction in the number of strikes since the abnormal war 
period has been world-wide and has been quite as great in other countries 
as in the United States. The National Industrial Conference Board 
has estimated the number of workers involved in strikes and lockouts 
per 1,000 of population as follows: 


1920 1927 
ee er ere 40 (in 1919) 3 
IY irene scien qaitelomamten an 135 6 
EEE Pere ee 63 (in 1919) 2 
Serer ce ee 40 5 
eer eee 35 2 
PS err re ee 10 2 
EE, ciixk iaganat taeda 16 (in 1919) 2 


Only in Australia has there been an increase. There the persons engaged 
in industrial disputes were 19 per 1,000 of population in 1919-20, and 
25 in 1927. 

7. The Handbook of Labor Statistics (1924-1926), p. 585. 
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The protection of workers against arbitrary treat- 
ment, rewards for continuous service, and stability of 
employment have all, of course, tended to diminish 
turnover. Stabilization of employment has been doubly 
important. It has reduced turnover directly by de- 
creasing the number of lay-offs, and indirectly by dimin- 
ishing the necessity of hiring new men, among whom 
resignations and discharges are greatest.* But the out- 
standing causes for lower turnover rates have not been 
personnel policies. The most important single influence 
has probably been the condition of the labor market — 
the relative abundance of men and scarcity of jobs 
which have existed (outside the building trades) almost 
continuously since 1920. This is indicated by the fact 
that for several months early in 1923, when there was a 
shortage of men, resignations underwent a spectacular 
increase.* A second important influence has been the 
increasing efficiency of wage earners. Labor turnover is 
largely a function of hirings. It is greatest when forces 
are being expanded. The rising output per worker has 
made possible a gradual decrease in the number of men 
employed in manufacturing.! This has greatly dimin- 
ished the number of hirings and consequently the turn- 
over rate. A third reason for the small turnover has 
been the relative stability of wages since 1923. Resig- 
nations increase during periods of rising wages because 
men leave the plants which are slow in advancing wages 
to seek positions in plants which have increased their 
scales. This is well illustrated by the sudden jump in 

8. The decrease in turnover tends to be cumulative, because as resig- 
nations and discharges decrease, hirings also decrease; consequently 
new jobs become more difficult to obtain and men become more reluc- 
tant to resign. 

9. See Handbook of Labor Statistics (1924-1926), p. 585. 

1. The number of factory wage earners decreased from 8,768,491 in 


1923 to 8,351,257 in 1927. (Statistical Abstract of the United States, 
1926, p. 745, and the New York Times, February 28, 1929, p. 12.) 
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the resignation rate during the late winter and the 
early spring of 1923. In this time occurred nearly half 
of the entire increase in hourly earnings which marked 
the business recovery of 1922-1923.? During February, 
March, and April of 1923, the turnover rate (adjusted 
for seasonal variation) was higher than at any time 
between the middle of 1920 and the end of 1927.’ Since 
the end of 1923, however, factory wages have been 
stable and labor turnover has been low. 


V 


But the fact that the new personnel policies have thus 
far produced only limited effects upon the labor situa- 
tion in the United States should not lead us to under- 
estimate their significance. In at least two respects they 
are likely to produce results of substantial importance. 

In the first place, the new policies have materially 
strengthened the bargaining position of labor. The effect 
may not be sufficient to compel employers to increase 
wages more promptly in times of rising prices, but it is 
sufficient to retard or to prevent decreases in wages 
during times of slowly falling prices, such as the period 
1923 to 1928. The new personnel policies have increased 
the bargaining power of labor because they have made 
the efficiency of labor depend more than ever before 
upon the willingness of men to do their best. As a result, 
enterprises find themselves compelled to retain labor’s 
good will in order to avoid a loss in output. Conse- 
quently, when a fall in prices reduces the marginal 
worth of labor, it is not necessarily advantageous to 
reduce money wages — to do so might still further di- 
minish the worth of labor by provoking a withholding of 

2. National Industrial Conference Board, Wages in the United States, 


1914-1926, p. 27. 
3. Handbook of Labor Statistics (1924-1926), p. 586. 
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‘efficiency. The most economical (or the least unprofit- 


able) course may be to incur some expense in order to 
increase the efficiency of labor. There is abundant evi- 
dence that the reluctance of managers to reduce wages 
in the face of declining prices since 1923 has been partly 
due to the fear that wage cuts would destroy the good 
will which has been built up at considerable trouble 
and expense.‘ 

In the second place, altho the new personnel policies 
are not responsible for the recent decrease in union 
membership, it is probable that they will at least retard 
the spread of unionism. Modern technology has tended 
to create class cleavage, by making the wage earner 
believe that he is destined always to remain a wage 
earner. Convinced that he has slight prospect of get- 
ting ahead as an individual, and that his welfare de- 
pends upon the welfare of his class, he becomes inter- 
ested in organizing to improve the condition of his 
class. In the United States, with its rapidly expanding 
industries, the tendency of workmen to rely upon col- 
lective action rather than upon individual effort has 
been less pronounced than in Europe, but even here 
there has been a substantial growth of unionism, es- 
pecially since 1897. Modern personnel methods are 
one of the most ambitious social experiments of the age, 
because they aim, among other things, to counteract the 
effect of modern technique upon the mind of the worker, 
to prevent him from becoming class conscious and from 
organizing trade unions. To the ablest, the most am- 
bitious, and the most energetic workers, the very men 


4. Between 1923 and 1926, non-agricultural wholesale prices decreased 
over 9 per cent and, between 1926 and 1927, over 5 per cent. Hourly 
earnings of factory workers, according to the National Industrial Con- 
ference Board, remained practically stationary between 1923 and 1926. 
The slight movement was upward. Between 1926 and 1927, the hourly 
earnings of factory workers increased from 56.2 cents to 56.9 cents. 
(Wages in the United States, 1914-1927, p. 29.) 
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who would resent most keenly the lack of an oppor- 
tunity to rise and who would be most likely to become 
leaders of unions, modern personnel practice offers the 
chance of a career — promotion by merit through care- 
fully graded steps and along carefully planned roads, 
and classes in which to prepare for more responsible posi- 
tions. To the best men promotion thus becomes a more 
certain and often an easier way of gaining higher wages 
than is trade-union action. To the average and sub- 
average man, the wage earner who cannot expect to 
advance by unusual skill, knowledge, or exertion, and 
who is most likely to be interested in group action, 
modern personnel management offers security — steady 
work, protection against arbitrary discharge, a pen- 
sion in old age, and, in some cases, insurance against 
sickness.’ In addition, it encourages him to form the 
habit of relying, not upon himself, but upon the em- 
ployer, for help in the ordinary problems and even in 
some of the great crises of life. If the worker has a 
toothache, the company dentist will cure it; if he has a 
headache or a cold,® he can get treatment from the 
company doctor; if he or a member of his household 
needs an operation, the company doctor will help him 
find a competent surgeon; in some cases, the company 
optometrist will measure him for glasses, and the com- 
pany chiropodist will treat his corns. If he has legal 
difficulties, he can obtain free advice from the com- 
pany’s lawyer; if his wife or children are sick, a nurse 
from the company will visit his home to render such 
assistance as she can; if he wishes to save money, 
the company will act as agent for a bank, deduct the 

5. The adequacy of the security is not here in question. Apparently 
it is sufficient in a period of stable prices to take the edge off the discon- 
tent of the wage earners, and that possibly is all that it is intended to do. 


6. The Standard Oil Company of Louisiana even announces that it 
is prepared to administer cold vaccine to any employees who desire it. 
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money from his pay check, deposit it in the bank, and 
do the bookkeeping for him; if he needs to borrow 
money, the company will lend it to him at a low rate 
of interest; if he wishes to own his house, the company 
will build one for him and sell it to him on easy terms, 
or help him to borrow the money to build it himself. 

The efforts of personnel management to check the 
growth of unionism suggest what is probably the most 
serious criticism of current labor policies. The criticism 
is essentially the same as that which John Stuart Mill 
made of paternalistic government. Mill said: 


A people among whom there is no habit of spontaneous action for 
a collective interest — who look habitually to their government to 
command or prompt them in all matters of joint concern — who 
expect to have everything done for them, except what can be made 
an affair of mere habit and routine — have their faculties only half 
developed; their education is defective in one of its most important 
branches. . .. There cannot be a combination of circumstances 
more dangerous to human welfare, than that in which intelligence 
and talent are maintained at a high standard within a governing 
corporation, but starved and discouraged outside the pale. . . 
The only security against political slavery is the check maintained 
over governors, by the diffusion of intelligence, activity, and public 
spirit among the governed. ... It is therefore of supreme im- 
portance that all classes of the community, down to the lowest, 
should have much to do for themselves; that as great a demand 
should be made upon their intelligence and virtue as it is in any 
respect equal to; that the government should not only leave as far 
as possible to their own faculties the conduct of whatever concerns 
themselves alone, but should suffer them, or rather encourage them, 
to manage as many as possible of their joint concerns by voluntary 
codperation.’ 
Substitute “employers” for “‘government,”’ and the 
words of Mill become peculiarly applicable to industry 
today. Clearly, modern personnel management does 
not encourage wage earners “to manage as many as 
possible of their joint concerns by voluntary codépera- 


7. J. 8. Mill, Principles of Political Economy, bk. V, chap. 11, sec- 
tion 6. 
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tion.” Plainly, it does seek to prevent the development 
of any “‘habit of spontaneous action for a collective 
interest.” 

The case against paternalism is probably weaker to- 
day than when Mill wrote. Only through some kind of 
paternalism, apparently, can the wage earner be pro- 
tected against many of the hazards of modern life, or 
can he obtain the benefits of many scientific discoveries 
or the services of many professional experts. It is clear 
that employers, at little or no extra cost, can often give 
help which the worker could obtain for himself only at 
considerable trouble and expense. But is there not 
need among wage earners for more initiative and enter- 
prise, for more mental independence, and for more dis- 
position to rely upon codperative self-help than modern 
personnel practice is disposed to encourage? Is it not, 
in general, desirable that men be encouraged to manage 
their own affairs rather than that they be deliberately 
and skillfully discouraged from making the attempt? 
And if much paternalism is inevitable, would it not be 
more satisfactory, from the standpoint of the commun- 
ity, that it be paternalism of the government rather than 
paternalism of employers? 


SuMNER H. SLicHTER 
CorNELL UNIVERSITY 
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I 


For at least a century prior to the discovery of Amer- 
ica, stationary production of the precious metals, in 
conjunction with rapidly expanding industry and com- 
merce, caused a decline in prices which, through its 
effect on profits, seriously handicapped business enter- 
prise.? The régime of falling prices was ended by the dis- 
covery of extremely fertile mines in America a few 
decades after the memorable voyage of Columbus. A 
reverse movement set in. The influx of precious metals 
into Europe precipitated one of the greatest price revolu- 
tions occurring on a specie basis in modern times, if 
not in all history.* 

1. The data for this study were collected in 1926-27, while I held 
a Sheldon Travelling Fellowship from Harvard University. 

2. Debasement of the coinage did cause sporadic increases in prices; 
but they were not dependable and reckonable, for inflation might be 
followed by deflation. 

3. Earl J. Hamilton, “American Treasure and Andalusian Prices, 
1503-1660: A Study in the Spanish Price Revolution,’ Journal of 
Economic and Business History, i, 31-33. 
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The present paper deals with imports of gold and 
silver, not with production in the Indies. The reasons 
for following this course are two. First, all the Ameri- 
can treasure that entered Europe legally during the 
period under investigation passed through Spain. No 
other colonizing power found significant mines of gold or 
silver, and trade with the Spanish colonies was jealously 
restricted to subjects of the motherland.‘ Second, im- 
ports — not production — affected the economic life 
of Europe. 

The amount of treasure drawn by Spain from her 
American colonies has been a fruitful source of specula- 
tion among historians for almost four centuries,’ and 
economists have given some attention to the matter 
since the time of Bodin. And yet, notwithstanding the 
persistence and intensity of interest in the subject, the 
often-admitted guesses and rough approximations of 
contemporary chroniclers and travelers have been un- 
critically accepted by most writers. Scant use has been 
made of the records* of the men who handled the 
treasure.’ 


4. Of course, there was some interloping. It increased toward the 
close of the period under investigation; but as late as the beginning of 
the eighteenth century the anonymous author of Comercio de Holanda 
said (p. 95) that almost all the gold and silver in Europe had been brought 
to Spain from New Spain and Peru. Manuel Colmeiro estimated that 
Spain received from 83 to 87 per cent of all the American treasure that 
reached Europe during the first three centuries after the discovery 
(Historia de la Economia Polftica en Espafia [Madrid, 1863], ii, 434, 435). 
In the eighteenth century the Portuguese found rich gold deposits in 
Brazil (Adolf Soetbeer, Edelmetall-Produktion {Gotha, 1879], pp. 83- 
92). 

5. R. B. Merriman, Rise of the Spanish Empire (New York, 1925), iii, 
636, 637. 

6. Now deposited in the Archivo General de Indias, — hereafter 
written A. de I., — the repository of official papers pertaining to the 
Hispanic colonies. 

7. In his admirable study, ‘American Gold and Silver Production 
in the First Half of the Sixteenth Century” (Quarterly Journal of Eco- 
nomics, xxix, 433-479), Professor C. H. Haring used the records of the 
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Among the documents utilized in the present study 
the registers of caravels and galleons, catalogued as 
Registros de Oro, Plata, y Mercaderias para Su Majestad 
y Particulares, deserve mention. Unfortunately, none 
of these papers seems to have been preserved for the 
first quarter of the sixteenth century, and for most of 
the ensuing twenty-five years they are incomplete. The 
registers record numerous shipments, many of which 
are given by weight in annoyingly odd figures,’ so that a 
vast amount of labor is required to add the receipts for 
a single year. 


House of Trade in determining the volume of production in the Indies. 
In this paper, and in his Trade and Navigation between Spain and the 
Indies (Cambridge, 1918), Professor Haring gives the crown treasure — 
as shown by the records of the treasurer of the House of Trade — drawn 
from America, 1503-59. Don Francisco de Laiglesia, in ‘Los Caudales 
de Indias en la Primera Mitad del Siglo XVI” (Nuestro Tiempo, March, 
1904), used the same source in calculating the receipts of public treasure 
through the reign of Charles V. His work contains errors incompatible 
with the impeccability which he claimed, and which one would infer from 
his inclusion of half maravedis. Apparently Laiglesia considered that 
debits were made on the books of the treasurer only on account of 
American gold and silver. Consequently his figures contain such ex- 
traneous items as money borrowed from agents of the Fuggers on “ex- 
change,”’ sales of caravels in Spain, sums received for licenses to carry 
slaves to America, and sales of redundant supplies bought by the House 
of Trade. The papers of the India House pertaining to imports of pub- 
lic treasure during the last hundred years of the period under investiga- 
tion, when the influx was greatest, have been little used. For the whole 
period the facilities of the Archivo General de Indias for determining 
private receipts, — which far outweighed public, — the share of im- 
ports contributed by each of the two great producing regions, and the 
relative importance of gold and silver have remained virtually untouched. 
It is surprising that the records of the House of Trade concerning gold 
and silver have not been fully utilized, for in 1629 Alonso de Carranza, 
in El Ajustamiento i Proporcién de las Monedas (Madrid, p. 211), 
pointed out how the quantity of imports might be ascertained; and 
José de Veitia Linaje’s Norte de la Contratacién de las Indias Occiden- 
tales, published in 1672 (Seville), was drawn largely from the corre- 
spondence between the House of Trade and the Council of the Indies, 
the most usable and perhaps most reliable single source of information. 
8. In a caravel that came from the Indies in 1544 there were 154 
separate shipments, of which the first six — 561, 578, 398, 245, 151, and 
188 pesos of gold — may be taken as typical. In 1548 the first six of 
324 items in the register of a treasure ship were 297, 329, 101, 64, 107, 
and 303 marks of silver. (A. de I., Indiferente General, 147—2-12.) 
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The Cuenta y Razén, a sort of journal of receipts and 
disbursements, kept by the treasurer of the House of 
Trade (Casa de la Contratacién), contains a fairly com- 
plete record of crown treasure (including shipping point, 
vessel, captain, weight, fineness, and value), and like- 
wise methods of disposing of the gold and silver — such 
as sale by contract, auction, coinage in the Seville mint, 
shipment to another mint, or delivery to an agent of 
the crown in Seville or some other city. The entries of 
the journal are posted in Cargo y Data, a ledger, found 
in the same documents. These records proved a valuable 
source of information from February 14, 1503, when 
Isabella appointed Sancho de Matienzo treasurer,’ until 
the close of the reign of Charles V. Altho the accounts, 
which were intended to establish the responsibility of 
the treasurer for all sums passing into his stewardship, 
included extraneous items from the beginning, it was 
feasible to separate receipts of gold and silver until, on 
December 14, 1560, Philip II ordered the treasurer to 
receive the almojarifazgo, or customs duty, on goods 
shipped to and from the Indies — to which was added 
in 1582 the income from the alcabala, or sales tax, in 
Andalusia.! About the same time the books commenced 
to suffer from such defects as faulty summation, entry 
of receipts more than once, and apparently needless 
and disorderly transfers of items.” 


9. A. deI., Contratacién, 46-4-1/30. The first entry in the records of 
the treasurer was made on February 25, 1503 (A. de I., Contratacién, 
39-2-1/8). The accounts were well kept until October, 1521, when 
Sancho de Matienzo died. His work surpassed that of any treasurer or 
comptroller who followed him. 

1. José de Veitia Linaje, op. cit., lib. i, pp. 74, 75. 

2. At least in the early years, say before 1555, the books of the 
treasurer were audited by order of the crown every five or ten years. 
A summary of the receipts and disbursements was generally made and 
a balance struck in favor of or against the treasurer. For example, see 
A. de I., Contratacién, 39-2-1/8, 39-2-2/9, 39-3-3/1. The summaries 
are generally not reliable, but they furnish a rough check on the ac- 
curacy of one’s work with the journal and ledger. 
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The summaries of receipts of gold and silver, prepared 
annually by the comptroller of the House of Trade from 
the registers of treasure ships arriving from the Indies, 
proved extremely valuable for the period after 1550. 
Both public and private treasure are listed, together 
with the name of the vessel, port of shipment, and the 
like. 

Letters from the House of Trade, reporting the annual 
receipts of gold and silver to the Councils of the Indies 
and of the Treasury, constitute the most important 
single source. These reports seem to have been based 
on the above summaries, but the former have been a 
great deal better preserved than the latter. Unfortu- 
nately, the first letters available are for 1558; the earlier 
ones were probably destroyed by a fire in 1563, which 
consumed many documents of the House of Trade.‘ Re- 
ports were doubtless submitted with more or less regu- 
larity from the beginning of the sixteenth century, for 
on June 15, 1510, a pragmatic was sent to the House 
of Trade reiterating previous orders that detailed re- 
ports on public and private gold coming from the 
Indies be supplied the crown.° 

A “report on reports,” covering the period 1583- 
1613, filed with the papers of the comptroller (contador), 
proved serviceable in determining the completeness of 
data and in locating documents. As a rule, no single 
source listed above has been relied upon without being 
checked against others. 


3. The first summary I was able to locate is for 1550 (A. de I., In- 
diferente General, 147—2-12). 

4. José de Veitia Linaje, op. cit., p. vi. 

5. Coleccién de Documentos Inéditos Relativos al Descubrimiento, 
Conquista, y Organizacién de las Antiguas Posesiones Espafiolas de 
América y Oceania (Madrid, 1869), xxxi, 551-554. 
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II 


An account of Spanish imports of American treasure 
would hardly be complete without some consideration of 
the machinery for transporting and handling bullion in 
Spain and the Indies. 

First, let attention be directed to the House of Trade 
at Seville,© a government bureau instituted for the 
regulation and development of trade and travel between 
Spain and the colonies of the New World.’ The affairs 
of the House of Trade, itself under the supervision of 
the Council of the Indies,* were controlled by three 
judge-officials (jueces oficiales) —the factor, treasurer, 
and comptroller — who were in effect chiefs of divisions 
as well as councilors who helped to formulate policies, 
and a president,’ whose principal duties were to co- 
ordinate the work of the judge-officials and to represent 
the India House in external matters. 

The Merchant Gild of Seville, established by the 
Emperor in 1543, was intimately connected with the 


6. The compass of the present paper permits only the barest outline 
of the organization and functions of the India House. For a compre- 
hensive treatment, see C. H. Haring, Trade and Navigation between 
Spain and the Indies, or Gervasio de Artinafio, Historia del Comercio 
con las Indias (Barcelona, 1917). 

7. The activities of the House of Trade consisted of the enforcement 
of decrees affecting the India trade; the assembling, outfitting, provision- 
ing, inspecting, and dispatching of treasure fleets; the control of travel 
to and from America; the maintenance of postal service with the Indies; 
the promotion of the science and art of navigation; and the develop- 
ment of pure and applied geography. 

8. Merriman, op. cit., iii, 619. 

9. After 1579. According to Haring (Trade and Navigation, p. 46), 
Philip II created the office of president in October, 1557, but it was per- 
mitted to lapse for two decades on the death of the first incumbent, who 
served little more than a year. Gervasio de Artinafio (op. cit., p. 59) 
says that Charles V named the first president and adduces instructions 
given the first appointee by the Emperor. 
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House in the governance of the India trade.’ Further- 
more, it was often called upon for voluntary or compul- 
sory advances to the crown, sometimes to finance the 
convoys of treasure fleets and at other times to meet 
urgent needs of the government. In fact, the House of 
Trade and Sevillan Merchant Gild stood in about the 
same relationship to the crown as did Thomas Gresham 
and the Merchant Adventurers to the English govern- 
ment during the reign of Elizabeth.* 

Only in the case of Huancavélica, the famous mercury 
mine in Peru, did the crown engage in mining. As soon 
as it had been definitely determined that precious metals 
could be extracted in the Antilles, royal decrees permit- 
ting private individuals to stake claims were promul- 
gated.* Upon filing claims, prospectors were bound by 
oath to bring all bullion to the royal assay offices, where 
it was assayed,‘ cast in bars or plate,’ marked, and 


1. The Merchant Gild relieved the House of Trade of hearing suits 
between members of the Gild arising from the India trade. The prior 
and consuls of the Gild met with the officials of the House, to draw up 
budgets for the convoying of treasure fleets (A. de I., Contratacién, 
30-3-3/9). The Gild constantly furnished expert counsel concerning 
financial and commercial matters. For example, see A. de I., Contra- 
tacién, 42-6-12/16. 

2. To be exact, between the years 1551 or 1552 (before the accession 
of Elizabeth) and 1574. 

3. Recopilacién de Leyes de Indias (Madrid, 1681), — hereafter 
written Recopilacién, — lib. iv, tit. xix, leyes i-xvi. The decrees stated 
specifically that the rights of Indians to exploit mines were in no way 
inferior to those of Spaniards and expressly forbade Spaniards to in- 
fringe upon the rights of natives. 

4. An ordinance of 1537 required crown officials personally to super- 
vise the smelting and assaying of bullion (Recopilacién, lib. iv, tit. xxii, 
ley xi). The offices were ordered to be open for business three hours on 
every Monday and Thursday morning (Ibid., ley xii). Legislative 
measures were taken to insure honesty in the analyses. On November 4, 
1535, the mixing of base metals with gold, with fraudulent intent, was 
made punishable by death and the confiscation of the offender’s goods 
(Ibid., ley iv). On July 1, 1646, these penalties were extended to silver 
(Ibid., ley v). The decree of July 1, 1646, also directed assayers to halve 
all pieces of bullion presented for analysis; in case any foreign substance 
was found, the gold or silver was confiscated and its possessor fined four 
times its value (Ibid., ley xv). Yet fraudulent and perfunctory assays 
were not unknown. 

5. Each piece was numbered and stamped with its weight, fineness, 
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quinted.6 Mercury, which became of the utmost im- 
portance after the discovery of the amalgamation pro- 
cess for silver,’ was a crown monopoly, for which the 
royal assay officers served as distributing agencies. 

Altho the law required all bullion to be carried directly 
to the royal assay offices and expressly forbade Span- 
iards and Indians to buy, sell, lend, or pawn treasure 
that had not been assayed and quinted,* not all bullion 
paid the royal quint. The wild and unsettled character 
of the country, especially in Peru, facilitated evasion of 
the law. Only well-to-do miners carried their own 
metals to the assay offices; others generally delivered 
them at the mine to capitalists, who, through advances 
of subsistence and equipment for mining, financed their 
operations. Furthermore, gold and silver dealers made 
the rounds of the mines, buying unquinted treasure and 
sending it to the assay offices.® These middlemen 
doubtless furnished a genuine economic service. They 
could establish regular routes and thereby provide 
transportation more economically than small producers, 
each of whom, in order to transport his own metal, 
would have required facilities used only at infrequent 
intervals. Moreover, the specialists could protect 
treasure at much less cost, for this item did not vary 
proportionately with the treasure. 


and date of assay (Antonio de Ulloa, Noticias Americanas [Madrid, 
1792], p. 215). Colonial officials were instructed not to send crown silver 
in small pieces (José de Veitia Linaje, op. cit., lib. i, p. 274). But neither 
were they to be too large. In December, 1635, Philip IV ordered the 
institution of criminal procedure against the smelter (fundidor) making 
a bar of silver weighing more than 120 marks (Recopilacién, lib. iv, 
tit. xxii, ley ix). 

6. The quint was a severance tax on mining. It was usually, tho not 
always, — as its name suggests, — a fifth; under special circumstances, 
such as infertile or badly situated mines, it was as low as a tenth. In 
1552, the fees for assaying, smelting, and marking were fixed at 14 per 
cent (Recopilacién, lib. iv, tit. xxii, ley xiii). 

7. About the middle of the sixteenth century. 

8. Recopilacién, lib. iv, tit. xxiv, ley i. 

9. Antonio de Ulloa, op. cit., pp. 215, 216. 
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To transport bullion from the mines to the royal assay 
offices in Peru, the llama, the only animal able to work 
in the Andean altitudes or to follow trails through the 
mountain wilderness that had to be traversed, was used 
as a pack animal. Certain tribes of Indians gained their 
livelihood by making bags and cords, with which treas- 
ure was secured to the backs of the llamas.’ 

Treasure bearing the official seal of the assay office 
could be shipped to other parts of the Indies? or to 
Castile, provided it was listed in the name of its owner * 
in the register of mines, kept by the chief notary of 
mines (escribano mayor de minas), and in the books of 
a royal official at the port of shipment.‘ Unquinted 
bullion was contraband throughout the Indies, and its 
coinage in colonial mints was punishable by death and 
the loss of the offender’s goods;* if found on board a 
vessel, it was confiscated and the man in charge fined 
four times its value.® 


III 


From the following American ports gold and silver 
were sent to Spain: Vera Cruz (sometimes called San 
Juan de Ulta) in New Spain,’ Cartagena in New Gra- 
nada (Colombia), Amatique and Truxillo in Honduras, 
and Nombre de Dios and Porto Bello in Panama,* where 


1. Antonio de Ulloa, op. cit., p. 217. 

2. The privilege of intercolonial shipment was restricted after trade 
between New Spain and the Far East had commenced to drain away, 
through the port of Acapulco, Peruvian treasure that had been carried 
thither. See Recopilacién, lib. ix, tit. xlv. 

3. Ibid., tit. xliv, ley x. 

4. Ibid., lib. iv, tit. xxii, ley i. 

5. Ibid., tit. xxiii, ley vi. 

6. Ibid., lib. ix, tit. xxxiii, ley lxiv. 

7. Except as used on p. 469 below, where a special definition is given, 
“‘New Spain” means all of Spanish North America west of the Missis- 
sippi River and north of Honduras. 

8. Nombre de Dios was the principal port of Panama until about 
1594, when it was supplanted by Porto Bello. 
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Peruvian treasure, shipped originally from Callao, was 
placed on the Tierra Firme ° galleons. 

Specie was carried from Peru to Panama, for trans- 
shipment to the motherland, on the Pacific (Mar del 
Sur) fleet, which was modeled after the treasure fleets 
plying between Spain and the Indies. The registers of 
ships were kept in the same manner, and the fleet was 
served by the same classes of officers. These officers 
were appointed by the viceroy of Peru, who was also 
responsible for taking all precautions, such as the pro- 
vision of adequate artillery and ammunition, making 
for the safety of public and private treasure.! Upon the 
arrival of the fleet at the Isthmus, it was thoroly in- 
spected by treasury officials accompanied by an oidor 
named by the president of the Audiencia of Panama.’ 
The governor of Panama was instructed to supervise 
the transportation of treasure from the Pacific to the 
Atlantic port; upon him devolved the selection of 
guides to lead the caravan over the roads and trails and 
on the Chagres River. Gold and silver were not moved 
to Porto Bello until news of the arrival of the treasure 
fleet had been received, for it was feared that large 
amounts of specie on the Atlantic might invite attack, 
and that private treasure intended for shipment to 
Spain might be diverted to other uses, or make its way 
to a foreign country.* 

For a time single vessels, relying upon their own arms 
for protection, carried private goods and government 
supplies to the Indies, and took on return cargoes of 
gold and other products, such as Brazil wood; but early 
in the twenties of the sixteenth century, pirates, especi- 


9. “Tierra Firme’’ means the mainland of South America. Cf. p. 469 
below. 
1. Recopilacién, lib. ix, tit. xli, ley viii; tit. xliv, ley xv; tit. xliv, ley v. 
2. Ibid., ley xiv. 
3. Ibid., tit. xxxiii, ley ix; tit. xxxiv, ley xxix. 
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ally French and Moorish, menaced the ships to such an 
extent that war vessels, fitted out from the proceeds of 
the averia — a special convoy tax levied on goods car- 
ried to and from the Indies — were used to police the 
waters around Andalusia, as well as certain parts of the 
Indies, where the caravels were peculiarly susceptible to 
attack. Later, strict regulation of the armaments of 
vessels engaged in the India trade was instituted, and 
each ship was expected to defend itself in case of attack. 
About the middle of the sixteenth century, however, the 
bold aggression of pirates, and the danger of capture by 
enemy ships during the perpetual wars of the house of 
Austria, again caused a change in the methods of pro- 
tecting treasure ships. Merchant vessels began to sail 
in fleets convoyed by war ships, the expenses of which 
were borne by the averia. Sporadic sailings of fleets, 
adequately protected by men-of-war, were maintained 
until about 1565, when the service was regularized.‘ 

At first, single armadas, one sailing in January and 
the other in April, served all parts of the Indies. The 
fleet divided in the Antilles, the captain general going 
to Tierra Firme with part of the vessels, and the ad- 
miral to New Spain with the others. But this plan was 
of short duration. A pragmatic issued on October 18, 
1564, ordered the fleets to sail separately, the New Spain 
fleet departing in April and that of Tierra Firme in 
August.’ As might be expected, however, the inveter- 
ate propensity of the Spaniard to procrastinate defeated 
the laws regulating the dates of sailing. But there was 
a limit to the possible delay: the New Spain fleet had 


4. Miguel Alvarez Osorio, Extensién Politica y Econémica (1687- 
88), reprinted in Educacién Popular (Madrid, 1775), p. 435; José de 
Veitia Linaje, op. cit., lib. ii, pp. 60-85; Recopilacién, lib. ix, tit. xxxiv, 
ley i. 

5. José de Veitia Linaje, op. cit., lib. ii, p. 82. 
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to sail before August in order to avoid the hurricanes 
that sweep the Gulf of Mexico in September.® 

In view of the popular misconception concerning the 
amounts of treasure taken by the English, French, and 
Dutch, one who works with the records is impressed by 
the paucity rather than the plethora of the specie that 
fell prey to foreign powers.’ What Adam Smith said 
about the failure of gold to cover its cost of production 
is strikingly applicable to the efforts of foreigners to 
plunder Spanish treasure fleets. The records of the 
House of Trade abound with accounts of abortive at- 
tempts of pirates and foreign powers to capture these 
vessels; yet few fell into their hands. In only two years 
were significant portions of a treasure fleet seized by 
enemies; in 1628 the Dutch took the fleet returning 
from New Spain, and in 1656 the English prevented 
most of the specie on the Tierra Firme fleet from 
reaching the motherland. For the most part, the flotas, 
teeming with men and bristling with arms, sailed at 
regular intervals over usual courses, almost, if not ab- 
solutely, without regard to the operations of enemies.*® 

Every effort was made to check the receipts of public 
and private treasure with the amounts shipped from 
the Indies. The royal assay offices were required to sub- 
mit to the crown annual reports on the sums collected 
from the quint and fees for smelting, assaying, and 
marking.® Colonial officials also reported to the House 


6. Anonymous, Comercio de Holanda (translated from French into 
Spanish by Francisco Xavier de Goyeneche in 1717), pp. 100, 101. 

7. See especially A. de I., Contratacién, 42-6-1/5 to 42-6-13/17. 

8. This statement needs qualification as regards the closing years of 
the reign of Philip IV, when the administration became exceedingly lax. 
Along with other things, the fighting equipment of the galleons deteri- 
orated. In 1656, 1657, and 1658, English men-of-war bottled up the 
fleets in Spain and delayed or prevented their sailing (A. de I., Con- 
tratacién, 42-6-12/16, 42-6-13/17). It is worthy of note that the disas- 
ters of 1628 and 1656 occurred during the reign of the weak Philip IV. 
9. Recopilacién, lib. iv, tit. xxii, ley xi. 
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of Trade the number, weight, and fineness! of each 
piece of gold and silver sent to the crown, as well as the 
number of people and the amount of gold, silver, and 
merchandise on every ship returning to Spain. The 
registers of vessels, showing the quantities of public and 
private treasure carried, were deposited in the House of 
Trade. To guard against the loss of registers, every 
vessel leaving an American port was required to carry 
its own and a copy of that of another ship sailing at the 
same time.? The House of Trade was required to report 
to the proper colonial officials the amount of crown 
treasure received, in order that any discrepancy be- 
tween it and the quantity dispatched might be ascer- 
tained.’ 

From the beginning, smuggling was punished by con- 
fiscation, and in 1593 this penalty was supplemented by 
four years’ suspension from office in the case of a cap- 
tain or minister, and four years’ sentence in the galleys 
for a man of lower rank. In 1634 the severity of the 
measures was still further enhanced: men of high sta- 
tion in life became subject to perpetual exile from the 
Indies and the withdrawal of the privilege of engaging 
in the India trade, while men of lower status might be 
sentenced to ten years in the galleys.' 


1. The fineness was expressed by stating in maravedis the value of a 
mark of silver or peso of gold (A. de I., Contratacién, 41-2-5 to 41-2-9). 

2. Recopilacién, lib. ix, tit. xxxiii, ley xliii. 

3. Ibid., tit. 1, ley lvii. 

4. José de Veitia Linaje, op. cit., lib. ii, p. 196. In theory, gold and silver 
brought to Spain by soldiers and sailors, including their salaries, were 
not exempt from registration in the usual manner. In practice, however, 
since it was virtually impossible to prevent it, the soldiers and sailors 
were always permitted to bring small amounts of unregistered gold and 
silver without penalty. But the abuse of this privilege caused it to be 
circumscribed. An ordinance of May 20, 1646, fixed the amounts 
which they might bring unregistered at a sum not in excess of their 
salaries. Passengers were permitted to bring in like manner enough 
money to defray traveling expenses for themselves and families, pro- 
vided the funds brought in this way did not exceed the sums they regis- 
tered (Recopilacién, lib. ix, tit. xxxiii, ley lxi). 
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Royal officials in the Indies and on the treasure fleets 
were instructed to take special precaution against smug- 
gling.’ To encourage the detection of smuggled treasure, 
the denouncer was promised one third of all small sums, 
and a sufficient reward, to be fixed by the trial judge, in 
the case of large sums. The captains general were 
directed to make every possible effort to ferret out men 
who embarked as soldiers, sailors, or passengers for 
the purpose of carrying treasure out of register. 

Officers and seamen were instructed to take special 
precautions against the removal of gold and silver during 
the course of the voyage, and fruitful methods of per- 
petrating this act were called to their attention. For 
instance, they were cautioned against permitting other 
vessels to tie on to the treasure ships while at sea and 
against permitting a boat to go to the rescue of a vessel 
in distress without carrying some man worthy of trust 
appointed by the captain general.’ 

Efforts to stifle smuggling were redoubled when the 
fleets approached land. Boats were forbidden to land 
from the vessels comprising the flota or from galleys 
that went out to escort it into port. Each sailor in a 
boat violating this ordinance, even with permission of 
the captain general, was subject to a penalty of two 
hundred lashes and ten years as a galley slave.’ Fish- 
ing boats were forbidden to sail out to meet incoming 
fleets, or to take on board any man who left a treasure 


5. Recopilacién, lib. viii, tit. xvii, ley i. 

6. Ibid. Between 1635 and 1640 the rewards varied from 3 to } of 
the treasure denounced. There seems to have been little correlation 
between the amount of specie and the reward. For instance, in 1637 
the man who detected 2,614,481 maravedts was paid a third, while ia 
1636 the denouncer of 133,100 maravedis was given only a sixth (A. de 
I., Contratacién, 41-1-2/13). 

7. Recopilacién, lib. ix, tit. xxxvi, ley xviii. 
8. Ibid., ley xliv. 











450 QUARTERLY JOURNAL OF ECONOMICS 


ship.’ By an ordinance of September 14, 1614, the dis- 
patch of messenger boats (barcos de aviso) to ports other 
than San Lucar de Barrameda and the firing of salutes 
were interdicted, since these practices merely served to 
apprise fishing boats and pirates of the approach of the 
fleets.’ 

Upon the arrival of a fleet at San Lucar de Barrameda, 
the captain general was required to notify the Council 
of the Indies and the House of Trade, and he was for- 
bidden to permit anyone — passenger, soldier, or sailor 
— to leave a ship before the fleet had been inspected by 
an official of the House.*? The officials were ordered 
not to allow more than one day to elapse between the 
receipt of notification and the inspection * and to do the 
work in person, not by proxy.‘ It was intended that 
this inspection should be thoro, as is attested by the 
fact that the law ordered the official to require every 
passenger and seaman to declare under oath whether 
he had any knowledge of anyone’s carrying unregistered 
or unquinted gold, silver, or pearls; taking anything 
from a vessel during the voyage or after arrival; or 
registering in his name treasure belonging to another. 
Then the inspector had to open all chests to ascertain 
whether they contained contraband or unregistered 
goods.® 


9. Ibid., leyes xliv-xlv. It was alleged that fishing boats had made 
it a practice to meet treasure fleets for the ostensible purpose of shower- 
ing hospitality upon them, but for the real purpose of serving as re- 
ceptacles for smuggled specie. 

1. Recopilacién, lib. ix, tit. xxxvi, ley xlviii. 

2. Ibid., ley lvii. 

3. Ibid., tit. xxxv, ley Ixv. These inspections were made by one 
of the judge-officials of the House accompanied by a sheriff, prosecuting 
attorney, and guards. 

4. Ibid., ley lxiv. Upon the arrival of the inspecting officer, all for- 
eign vessels were required to withdraw from the general vicinity of the 
treasure fleet (Ibid., tit. xxxvi, ley lv). 

5. Ibid., tit. xxxvi, ley lv. 
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The laws against smuggling were not always strictly 
enforced. In some years — such as 1560, 1593, 1595, 
and 1597 — when it was suspected that significant 
amounts of unregistered gold and silver had arrived, 
pardons were granted to all who confessed and paid 
the averia.6 On September 14, 1594, the reason for this 
procedure was set forth in a letter from the House of 
Trade to the Council of the Indies. The Council was 
requested to permit the delivery of unregistered specie, 
less the averia, to all owners who confessed before a 
specified cate. Enforcement of the laws against smug- 
gling and the rigorous prohibition against the purchase 
of smuggled gold and silver by silver merchants and 
silversmiths, it was argued, had occasioned heavy losses 
in the averia, and, what was worse, the export of large 
amounts of treasure.’ Realizing that the granting of 
amnesty encouraged smuggling, Philip III declared on 
October 10, 1618, that in the future no pardons would 
be forthcoming.* Nevertheless, they were resorted to 
more than ever in the closing years of the reign of his 
successor, Philip IV, when receipts of treasure fell off 
and the proportion of the actual receipts registered de- 
clined, thus causing the averia to weigh heavily upon 
the crown and honest private shippers.° 

In the beginning, treasure came to Spain in charge of 
the captains of vessels, and later, in charge of the cap- 
tains general of armadas. With the increase in the 
volume of shipments, it became necessary to have a 
special officer, the silver master (maestre de plata), to 
perform this function.! The silver master was originally 


6. In 1595 one fourth of the smuggled treasure was confiscated (A. 
de I., Contratacién, 42-6-3/7). 

7. Ibid., 42-6-3/7. 

8. José de Veitia Linaje, op. cit., lib. ii, pp. 199-201. 

9. A. de I., Contratacién, 42-6-12/16. 
1. Ibid., 36-2-1/9. 
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named by the captain general of the armada; but on 
October 10, 1592, because of past abuses and the op- 
portunities for fraud inherent in the position, the power 
of appointment was vested in the officials of the House 
of Trade, with the advice and consent of the prior and 
consuls of the Merchant Gild.? 

Silevr masters were required to give bond, satisfactory 
to the officials of the House of Trade, for 25,000 ducats 
in silver.* Colonial officials were instructed to examine 
the silver master’s bond before delivering treasure to 
him, and private individuals were expected to take the 
same precaution.‘ 

A letter written to the Council of the Indies by the 
House of Trade on January 11, 1605, furnishes valuable 
information concerning the duties and remuneration of 
the silver master, and the type of man selected for the 
position. Usually captains of infantry or ex-admirals 
were appointed; always the appointee came from the 
upper strata of society. For instance, Tomas de Car- 
dona, for years a commanding figure in the India trade, 
served at times as a silver master.° The remuneration 
consisted of a fee amounting to one per cent of all regis- 
tered treasure. In appearance the office was a lucra- 
tive sinecure. Lucrative it was, but no sinecure. The 
fees collected by the silver master on the flagship 
(capitana) of the Tierra Firme armada sometimes 
amounted to almost seven million maravedis. But 
from this gross income the silver master had to meet the 
following expenses involved in handling treasure: pay- 
ing a notary and two helpers of irreproachable probity; 

2. José de Veitia Linaje, op. cit., lib. ii, pp. 134, 135; Recopilacién, 
lib. ix, tit. xxiv, ley i. 

3. Recopilacién, lib. ix, tit. xxiv, ley iii. 

4. José de Veitia Linaje, op. cit., lib. ii, pp. 134, 135. 

5. Alonso de Carranza, op. cit., pp. i-xvi. Tomds de Cardona fur- 


nished a factual basis for this monumental treatise, from which a wealth 
of first-hand information concerning the India trade can be gathered. 
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providing bags and boxes for packing; loading in the 
Indies, as well as unloading and reloading when occa- 
sion arose; transferring, when necessary, to other ves- 
sels in San Lucar de Barrameda; unloading at Seville; 
and transporting to the House of Trade. Furthermore, 
the silver master ran the risk of theft during the voyage.® 

Notwithstanding the care exercised in their selection, 
silver masters did not always measure up to the stand- 
ard of honor requisite for the position. In 1614 Estevan 
de Arce, silver master of the almiranta of the Tierra 
Firme armada in charge of General Lope Diaz de Al- 
mendériz, absconded with a large amount of treasure 
on the day announced for the beginning of delivery to 
private owners. All the loss fell upon private individu- 
als, presumably because the treasure of the crown had 
been delivered prior to the theft.’ An ordinance of 1593 
—repeated in 1631, 1634, and 1640—charged the 
silver masters with complicity in, or responsibility for, 
the major part of smuggling, and provided for either 
offense a penalty of loss of office and four years of exile.® 

No matter what unusual circumstances arose, the 
House of Trade at Seville was the goal of all Indian 
treasure. When vessels in distress or in danger of at- 
tack were forced to put in at other ports, such as Malaga 
or Lisbon, the treasure was immediately carried to the 


6. A. de I., Contratacién, 42-6-4/8. 

7. José de Veitia Linaje, op. cit., lib. ii, pp. 135, 136. 

8. Recopilacién, lib. ix, tit. xxxiii, ley lvii. 

9. The pragmatic of 1529 authorizing sailings to the Indies from 
divers ports provided a death penalty and the loss of all of his goods 
for the captain of a ship failing to return to Seville (Manuel Colmeiro, 
op. cit., ii, 402; José de Veitia Linaje, op. cit., lib. ii, p. 186). That control 
of the shipment of treasure was the aim of this regulation is shown by the 
fact that vessels returning from Hispaniola or Porto Rico with cargoes 
of hides, dyes, and other colonial products were permitted to land and 
unload at Cadiz, provided any gold, silver, money, or precious stones 
carried were sent unpacked to Seville and delivered to the officials of 
the House of Trade (Recopilacién, lib. ix, tit. xlii, ley xxvii). 
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House of Trade. No exception occurred until 1659, 
when the Tierra Firme fleet, fearing contact with 
British men-of-war, veered to the north and put in at 
Santander. Apparently the treasure was not shipped to 
Seville, but was disposed of by an agent of the Council 
of the Indies. Passengers, civil or ecclesiastical, were 
required to carry their treasure to Seville. When the 
treasure fleets were forced to stop at any port en route, 
passengers were forbidden, under penalty of confisca- 
tion of all treasure brought from the Indies, to sell or 
barter gold, silver, or precious stones, except in case of 
dire necessity attested by the affidavit of a second party, 
and then only to the extent of a hundred ducats.? 

When the treasure arrived at Seville, it was im- 
mediately taken to the House of Trade, where it was 
weighed by an official weigher (balanzario)* and placed 
in chests in the treasure chamber, and, occasionally, in 
the chambers of the Audiencia and Merchant Gild. 
_ In normal times the substantial walls, strong doors, and 
double iron bars over the windows afforded ample pro- 
tection, but on certain occasions special guards were 
kept on duty at night.‘ The treasure chamber and chests 
were provided with triple locks, so that three keys, one 
of which was carried by each of the three officials of 
the House, were required to open them. 

When gold and silver entered the House of Trade, the 
duties of the silver master did not end. After permission 
had been received by the House from the Council of 


1, A. de I., Contratacién, 42-6-13/17. 

2. Recopilacién, lib. ix, tit. xxxiii, ley xxxvi. 

3. José de Veitia Linaje, op. cit., lib. i, p. 268. 

4. A. deI., Patronato, 3-3-15. Treasure that came in the New Spain 
fleet of 1582 was guarded at night. Twelve watchmen were on duty at 
a time, and three shifts were used. The men were paid three reals each. 

5. A green treasure chest, probably the arca verde frequently men- 
tioned in the sixteenth- and seventeenth-century records of the House 
of Trade, is on display in the Archivo General de Indias at Seville. 
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the Indies, he had to deliver treasure to private owners, 
who might be required to prove that the laws govern- 
ing registration had been obeyed.* Barring orders for 
delay in delivery, or sequestration, this task had to be 
completed within four months after the arrival of the 
fleet, and under all circumstances before the silver 
master could embark on another voyage.’ 

In the early years the officials of the House of Trade 
undertook to supervise the refinement and coinage, for 
the most part in the Seville mint, of gold received by the 
crown.* With this end in view, special equipment for 
smelting and refining was bought.‘ But not all crown 
bullion was coined in the first instance.' All told, signifi- 
cant quantities of bullion were delivered to the creditors 
of the crown, especially the Fuggers, Shetz, Welsers, 
Esquetes, Centuriéns, and Dorias.? As was indicated 
in connection with the sources of this study, the records 
of the House of Trade do not reveal the disposition 
made of private treasure in the early years. 

The fact that Castilian mints worked only bullion of 
the fineness requisite for coinage,* which necessitated 
the refinement of treasure by its possessor, together 

6. Alonso de Carranza, op. cit., p. 377. 

7. José de Veitia Linaje, op. cit., lib. ii, p. 186; Recopilacién, lib. ix, 
tit. xxiv, ley xii. 

8. A. de I., Contrataci6n, 41-2-5. Not all bullion was coined at 
Seville. For instance, early in 1524 gold was sent to be coined in the 
mint at Burgos (Archivo General de Simancas, Contaduria Mayor, 
Primera Epoca, 400). 

9. A. de I., Contratacién, 39-2-1/8. Workmen were paid on a piece- 
rate basis. 

1. In 1552 twenty-one million maravedts’ worth of bullion brought 
from Peru was turned over to creditors of Charles V because the officials 
of the House of Trade thought that the price offered exceeded its mint 
value (A. de I., Indiferente General, 147-2-12). 

2. A. de I., Contratacién, 39-3-3/1, 41-1-1/12, 41-1-3/4, 42-6-1/5, 
42-6-5/9, 42-6-7/11; Indiferente General, 147—2-12. 

3. Juan Surrd y Rull, “Breve Resefia Histérica de la Organizacién y 
Régimen de las Casas de Moneda de Espajia” in Autores Espafioles 
(Madrid, 1869), pp. 1023-1024. 











456 QUARTERLY JOURNAL OF ECONOMICS 


with swelling imports, soon led to the emergence of 
special machinery, in the form of silver merchants (com- 
pradores de oro y plata, literally ‘‘gold and silver buy- 
ers”), for handling Indian treasure. Since the govern- 
ment was desirous of profiting by the services of a 
specialized middleman and of avoiding fraud and col- 
lusion, sale at public auction to si-ver merchants became 
the normal method of disposing of crown treasure. As 
early as 1531, spirited bidding, such as would make for 
a “fair” price, took place. On August 14 of that year 
a shipment of bullion sold in the treasure chamber of 
the House of Trade, where subsequent auctions took 
place, brought forth twenty-four bids by seven silver 
merchants.‘ This is a typical case for that period. Tho 
at times the House of Trade was paid for crown treasure 
in cash, the usual method was for the stipulated sum 
to be paid by the mint, usually that of Seville,® to which 

4. A. de I., Contratacién, 41-2-5. 

5. The Seville mint was not the only one used. In the late thirties 
of the sixteenth century the Emperor became so exasperated by what 
he considered inexcusable delay in coining about 290,000 ducats’ worth 
of bullion sequestered from private treasure brought from Tierra Firme 
(originally from Peru), that he improvised a mint in Barcelona and sent 
most of the treasure thither (Archivo General de Simancas, Diversos 
de Castilla, 1-27; A. de I., Contratacién, 39-3-3/1). The famous water- 
driven mint of Segovia, the pride of Spanish governors and financial 
administrators, coined a substantial part of crown treasure, especially 
between 1585 and 1590. The following table, showing the amounts of 


crown bullion the House was ordered to send to the Segovian mint, may 
prove instructive (A. de I., Contratacién, 41-2-6). 


Date Marks of Date Marks of 
Silver Silver 

Nov. 2, 1585 80,000 Dec. 17, 1588 100,000 
Dec. 8, 1 35,000 May 3, 1589 50,000 
Dec. 4, 1587 100,000 Feb. 29, 1590 100,000 


This mint was still used in 1606, for on December 14 of that year the 
House was ordered to send 200,000 ducats’ worth of gold and silver to 
Segovia ‘‘to be coined in reals and escudos’” (A. de I., Contratacién, 
32-5-34). On Nov. 27, 1620, 400,000 ducats’ worth of silver bullion 
was sent to Madrid, presumably for coinage there (A. de I., Contra- 
tacién, 39-4-16/7). In July, 1639, fifty bars of silver were shipped to the 
mint at Toledo (A. de I., Contratacién, 32-—5-34). 
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the silver merchant contracted to deliver the bullion.*® 

Schemes for saving the crown the profits of silver 
merchants were not wanting, and occasionally they 
won favor. In 1563 the Council of the Indies ordered the 
House of Trade to refine and coin, without the aid of 
silver merchants, the bullion brought from Tierra Firme 
in the armada of Pedro Menéndez de Aviles. The 
House replied, in a letter of June 20, 1563, that it would 
be far more profitable and expeditious to sell the treasure 
at auction to the highest bidder among fifteen or sixteen 
able and experienced silver merchants than to attempt 
to refine and coin it. The silver merchants, it was argued, 
were qualified to perform the service, and their wives, 
children, and servants would help them do all the work; 
while the officials of the India House were not competent 
to handle bullion, and everyone who touched it would 
have to be paid a salary. On September 15, 1563, the 
House rendered the further objection that a host of 


6. The following translation of an entry in the accounts of Receipts 
and Sales (Recibo y Venta) illustrates the methods employed by the 
House of Trade in disposing of crown treasure. “On May 10, 1591, we 
received frum Marcos Rodriguez, captain of the caravel named [break in 
manuscript], the gold herein described, which was brought — registered 
on folio 98 of the register — for his Majesty. We offered the said gold 
for sale at public auction in the treasure chamber in the presence of 
many merchants of gold and silver, and sold it to Luis Hernandez, the 
highest bidder, at 253 maravedis per carat plus one ducat distributed 
over the amount offered for sale. The value of the gold is to be de- 
livered to the treasurer of the mint of this city, in gold of the fineness for 
coining escudos, within six days. We protect ourselves and collect by 
the aforementioned duty of the treasurer to deliver [money], and we 
hand over the gold weighed by Luis de Castro, assayer of the House of 
Trade, in the following manner” (A. de I., Contratacién, 41-26). This 
statement was followed by a description of the gold, setting forth the 
weight and fineness of each piece. Sales of silver differed from the above 
only in the requirement that silver of the fineness for coining reals be 
delivered at the mint. In a few cases the silver merchant was required 
to “deliver the value of the silver in reals in the treasure chamber of the 
House” (A. de I., Contratacién, 41-26). In 1581 this practice was fairly 
common, especially in minor transactions. Contracts calling for pay- 
ment in another city were not unknown (José de Veitia Linaje, op. cit., 
lib. i, p. 254). 
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guards would be necessary to prevent embezzlement by 
the workmen who refined the treasure, and that the 
expense entailed would more than absorb any possible 
profit.’ The remonstrance of the House of Trade was 
successful, for the treasure was sold to silver merchants. 
In 1609 the Council of the Indies again must have en- 
tertained notions of “eliminating the middleman,” 
for in that year the House wrote the Council that it 
would be far more profitable to sell treasure at auction 
than to attempt to coin it without the aid of silver mer- 
chants.* In 1621 crown bullion was actually handled 
by the House of Trade, the factor being in charge of 
the work. As the House had anticipated, the experiment 
proved disastrous. Veitia Linaje tells us that up to his 
day (1672) the government did not again venture upon 
such a course.’ 

Altho the law did not require it, Carranza, long a 
student and close observer of the India trade, tells us 
that almost all private treasure was sold to silver mer- 
chants;! and we know that in 1620 they bought all 
the private bullion that was not sequestered.? The ex- 
planation of this phenomenon probably lies in the fact 
that silver merchants developed considerable skill in 
supervising the refining of bullion. In fact, Veitia Linaje 
was especially impressed by the circumstance that they 
relieved private owners of this burden.* 

Before silver masters could deliver private treasure 
to its original owners, or to silver merchants who had 
bought it, it was necessary for them to obligate the 
recipient to coin the bullion in one of the mints of Cas- 


. A. de I., Oontratacién, 42-6-1/5. 
. Ibid. 

. Op. cit., lib. i, p. 91. 

. Op. cit., p. 189. 

. A. de I., Contratacién, 39-4-16/7. 
. Op. cit., i, 254. 


oon 


One 




















AMERICAN SPECIE IMPORTS INTO SPAIN 459 


tile.‘ On December 4, 1620, the Council of the Treasury 
(Consejo de Hacienda) ordered the House of Trade to 
withhold one eighth of the private treasure received that 
year ° as punishment for surreptitious exportation of 
bullion in the past, and to require the private owners, or 
purchasing silver merchants, to present to the House, 
within six months of the date of delivery, a certificate 
from the mint of their choice to the effect that the bul- 
lion had been delivered for coinage.’ In 1659 the House 
of Trade and Sevillan Merchant Gild agreed that one 
of the three functions of registration was to provide a 
means of enforcing coinage within the realm.’ 

As one would expect from the fact that the Seville 
mint was literally in the shadow of the House of Trade, 
a significant portion of private treasure was coined 
there. In the period 1585-95, 55 per cent, and in 1620, 
52 per cent, of private bullion was carried to the local 
mint.® 

In the beginning, not companies, but individuals were 
silver merchants. For the most part, individuals formed 
banks in their homes and casually engaged in buying 
treasure, the magnitude of their operations depending 
on the extent of the funds entrusted to them.’ But an 

4. Recopilacién, lib. ix, tit. xxiv, ley xiii. 

5. On October 24, 1620, the House received orders not to deliver 
private treasure pending further notice (A. de I., Contratacién, 39-4- 
ge ea de I., Contratacién, 39-4-16/7. A report of the president of 
the House of Trade on September 2, 1622, showed that 1,277,371,800 


maravedts’ worth of private bullion was delivered to the following 
mints before June 16, 1621 (A. de I., Contratacién, 39-4-16/7). 


OR 663,735,465 maravedts, or 52 per cent 
PEED nccccocncnsasensesass 163,881,445 maravedts, or 13 per cent 
PE Siivedccoetveatesesaus 322,613,590 maravedts, or 25 per cent 
PEE bio.cccscccaceedssenate 127,141,300 maravedts, or 10 per cent 


7. A. de I., Contratacién, 42-6-12/16. 
8. These percentages have been calculated from the figures in A. de 
I., Contratacién, 39-4-16/7, 42-6-3/7, and the documents — too num- 
erous to mention — used in determining the receipts of private treasure. 
9. José de Veitia Linaje, op. cit., lib. i, p. 252. 
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ordinance of October 11, 1608, providing that only 
firms composed of two or more partners could buy bul- 
lion, wrought a fundamental change in the financial 
organization of silver merchants, and incidentally led to 
one of the first appearances in Spain of the limited 
partnership, or société en commandite, on a large scale. 
The contract forming the partnership, which had to 
state the names of the partners, the name of the active 
partner, the length of time the partnership was to en- 
dure, and so forth, became operative on the approval of 
the prior and consuls of the Merchant Gild and the 
officials of the House of Trade. A bond for forty thou- 
sand ducats, likewise subject to the approval of the 
Gild and House, was also required. When copies of a 
duly approved partnership agreement and bond had 
been deposited with the comptroller of the House, where 
anyone who chose might examine them, the concern 
was privileged to deal in bullion. But additional security 
was required before a firm was permitted to buy treasure 
belonging to the crown or to persons deceased (difuntos) .* 

A more precarious business than that of the silver 
merchant could hardly be conceived. Paraphrasing 
John Stuart Mill, one can say that their profits were a 
function of three variables: first, the price paid for 
treasure; second, the correctness and probity of the 
assay in the Indies; and, third, the honesty of the work- 
men who refined the bullion. In 1615 the officials of the 
House of Trade stated that the usual profit on a castel- 
lano (1/50 mark) of gold was three maravedis, or one 
half of one per cent.? Veitia Linaje tells us that, when 
silver merchants had good fortune regarding all three 
variables, they could clear not more than four maravedis 
(about .18 per cent) on a mark of silver, and one mara- 


1. José de Veitia Linaje, op. cit., lib. i, pp. 253-255. 
2. A. de I,, Contratacién, 42-6-6/10. 














AMERICAN SPECIE IMPORTS INTO SPAIN 461 


vedi (about .20 per cent) on a castellano of gold. Con- 
sidering the great risk entailed, the margin of profits was 
perilously slender; and, as might be expected, there 
were many failures. On June 20, 1563, the House of 
Trade wrote the Council of the Indies that there were 
fifteen or sixteen silver merchants.‘ A few years before 
1615, eight companies were in operation, but by July 
14, 1615, failures had reduced the number to four.5 
Only three companies — Alonso de Medina y Com- 
pafifa, Lope de Olloqui y Compaiifa, and Juan de Olarte 
y Compafiia — bought the private treasure that came 
from the Indies in 1620.° 

Since the government was very solicitous regarding 
the national stock of specie, silver merchants were ob- 
sequiously treated. Their accounts could be examined 
or their homes searched only with the consent of the 


3. Op.cit., lib. i, p. 251. Since man has always had a vague feeling that 
dealing in the precious metals conveys an unrivaled opportunity for 
profit, the silver merchants doubtless had to bid so much for bullion 
that only a slender margin of gain was possible in any case. Further- 
more, the integrity of the American assays left much to be desired. On 
several occasions fraud and inexcusable negligence were discovered in 
the Peruvian analyses. Finally, about the middle of the seventeenth 
century, the abuses became intolerable, and vigorous measures were 
employed to eradicate the evil. Some assayers were hanged; others 
were arrested and sent to Spain, along with all of their goods, which had 
been confiscated. One of the assayers “died in the jail of the House of 
Trade, and another went mad in it.’”” The analysis of bullion in New 
Spain never gave evidence of fraud, but the integrity of the assay was 
counterbalanced by flagrant corruption in smelting. In 1621, for ex- 
ample, “it was discovered that the centers and souls of many bars of 
silver were of copper, more than a fifth of the bars being of this metal, 
which was placed so that the assayers could not discover it, no matter 
how large the sample taken to analyze” (Ibid., pp. 263, 264). On ac- 
count of errors in American assays, which had been noticed for some 
time, it became customary after 1603 to sell gold on the basis of analyses 
made in Castile (Ibid., p. 250). 

4. A. de I., Contratacién, 42-6-1/5. 

5. José de Veitia Linaje, op. cit., lib. i, p. 250. Yet in 1615 the silver 
merchants advanced funds to outfit the treasure fleets (A. de I., Con- 
tratacién, 41—-1-1/2). 

6. A. de I., Contratacién, 39-4-16/7. 
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president of the House of Trade. Such consent was 
rarely or never forthcoming. Neither could treasure 
held by a silver merchant be embargoed without the 
president’s permission. Smuggled gold and silver that 
reached the home of a silver merchant were accorded 
the full status of registered treasure. On August 27, 
1667, a royal commission, formed to seize French goods 
as a retaliatory measure, was instructed to examine 
the papers and search the home of everyone suspected 
of holding French property, but it was enjoined not to 
molest any silver merchant.’ 


IV 


Table A shows in pesos * the average annual imports 
of registered treasure for ten-year periods, public, 
private, and total receipts being listed separately. As 
has been stated, the data for this table came entirely 
from the records of the men who handled the gold and 
silver. The figures for private treasure before 1536, 
for which original records are not available, have been 
derived from those for public treasure for the same 
period. From 1536 to 1660, public receipts were 26.2 
per cent of the total; so this figure has been used in 
estimating private treasure for the period 1503-36. 
The remainder of the table has been compiled without 
resort to conjecture or estimate. 

Crown receipts consisted mainly of the royal quint, 
but also of tribute levied on Indian tribes, sale of papal 
indulgences, fines and confiscations, profit on token 

7. José de Veitia Linaje, op. cit., lib. ii, pp. 265, 266. 

8. In this case peso means 450 maravedis’ worth of gold or silver. It 
was equivalent to 652.635 grains of pure silver until December 23, 1642, 
when its “silver content’’ was reduced to 522.09 grains. Peso also had 
various other meanings, a good account of which can be found in Haring, 


“American Gold and Silver Production in the First Half of the Six- 
teenth Century,” Quarterly Journal of Economics, xxix, 476-479. 
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money (before about 1540), and sale of miscellaneous 
goods. To some extent private treasure consisted of 
emigrants’ remittances and the savings of passengers 
returning to Spain, but the bulk of it arose from the 
motherland’s favorable balance of trade with the Indies. 
The colonists, having at their disposal silver mines like 
Guanajuato and Potosi—the former the richest of all 
time, the latter throughout the centuries a synonym of 
great wealth — found it to their advantage to specialize 
in mining and to export specie in exchange for import- 
able commodities.’ The treasure fleets sailed from 
Spain laden with provisions, wares, and all sorts of 
merchandise.’ At first these products were largely 
Spanish, but later they were ever increasingly drawn 
from other European countries. The return cargo com- 
prised small quantities of colonial produce — such as 
hides, copper, tobacco, sugar, indigo, and cochineal — 
and vast sums of silver. The European goods were ex- 
changed for produce and specie in the fairs of Porto 
Bello,? Vera Cruz, and Cartagena.’ In 1594 gold and 
silver formed 95.62 per cent of the return cargo, cochi- 
neal 2.82 per cent, hides 1.16 per cent, indigo .29 per cent, 
and miscellaneous .11 per cent. In 1609, 84 per cent 

9. In other words, the colonists had a comparative advantage in 
mining the precious metals. Consequently, they neglected the produc- 
tion of many commodities to which their resources and aptitudes were 
suited. Cairnes pointed out that a similar episode occurred in Aus- 
tralia following the gold discoveries in the middle of the nineteenth 
century (“The Australian Episode,” Essays in Political Economy, 
pp. 20-53). 

1. Tomds de Mercado (Suma de Tratos y Contratos, Seville, 1571, 
fol. 90) and Alonso de Morgado (Historia de Sevilla, 1587, p. 166) as- 
cribed the rise in prices in the sixteenth century largely to the heavy 
export of goods to the Indies. 

2. On October 28, 1659, the prior and consuls of the Sevillan Mer- 
chant Gild said: ‘The fair of Porto Bello is the greatest in the world.” 
A few days later, the officials of the House of Trade said, ‘‘The fair of 
Porto Bello used to be the greatest in the world.” (A. de I., Contratacién, 


42-6-12/16.) 
3. A. de I., Contratacién, 42-6-12/16. 
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consisted of treasure and 16 per cent of other products.‘ 


TABLE A 


AveRAGE ANNUAL Imports oF TREASURE IN Pusos BY TEN- 
Year Preriops 


Period Public Private Total 
1503-1510 75,176.3 211,756.2 286,982.5 
1511-1520 114,690.5 323,059.4 437,749.9 
1521-1530 61,444.6 173,076.6 234,521.2 
1531-1540 356,649.1 760,975.7 1,117,624.9 
1541-1550 470,092.0 —_1,622,451.2 2,092, 543.2 
1551-1560 —-1,039,400.4 _—-.2,533,505.5 3,572,905.9 
1561-1570 —-1,120,855.2 —-3,948,895.0 5,069,750.2 


1571-1580 —1,989,667.8 3,842,042.2 5,831,710.0 
1581-1590 3,118,763.3  —7,522,685.2 10,641,448.5 
1591-1600 4,199,533.3  -9,723,139.3 —«:13,922,672.6 
1601-1610 3,013,912.9 _—-8,147,794.1 11,161,707.0 
1611-1620 2,312,141.9 —8,615,974.2 10,928,116.1 
1621-1630  _1,901,991.4  —8,491,049.6 —-10,393,041.0 


1631-1640 1,885,025.5 —-4,800,065.7 6,685,091.2 
1641-1650 1,261,754.9 — 3,845,115.0 5,106,869.9 
1651-1660 569,080.4 1,561,896.1 2,130,976.5 


How important this treasure was, how large it loomed 
in the lives of the Spanish people, can perhaps best be 
shown by stating that, at the rate prevailing for un- 
skilled labor in Andalusia, the average annual receipts 
for 1591-95 would have paid for 214 days’ work of 
all the persons in the country employed for salaries and 
wages.® 


4. A. de I., Indiferente General, 147-2-16. Treasure so far out- 
weighed other colonial products in the eyes of contemporaries, because 
of both its absolute amount and mercantilist preconceptions, that the 
fleets plying between Spain and the Indies were always spoken of as 
the “fleets going to the Indies to bring back the gold and silver of his 
Majesty and private individuals.” 

5. There is considerable chance for error in these figures. The data 
on population have been taken from Tomds Gonzdlez, Censo de Pobla- 
cién de las Provincias y Partidos de la Corona de Castilla en el Siglo 
XVI (Madrid, 1829), the most reliable source known to me, but their 
accuracy is far below that of a modern census. The percentage of popu- 
lation working for hire has been arbitrarily taken at that for the United 
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Chart I presents graphically the data contained in 


Table A. 
CHART I 
AVERAGE ANNUAL ReEcEIPtTs OF Specie: TEN-YEAR PERIODS 
Millions 
of Pesos 
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States shown by the census of 1920. Furthermore, all employees were 
not unskilled laborers. Presumably, wages in Andalusia, the region first 
flooded with American gold and silver, were higher than in the remainder 
of the country. But all these sources of error do not destroy, tho they 
impair, the significance of the estimate for the purpose in hand. 
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From 1503-10 to 1591-1600 there was a steady in- 
crease in the receipts of treasure. The period 1600-30 
showed a marked decline, and the period 1630-60 a 
precipitous drop, in registered gold and silver. Altho 
the scope of the present paper does not permit a com- 
plete explanation of the dwindling receipts of specie, the 
following causes may be named: an increase in inter- 
loping;* a rise in the expenses of mining together with 
fixed prices of the precious metals;’ a decrease in the 
fertility of the mines; * an increase in the averia, which 
in certain years became confiscatory;* decimation of 


6. In 1659 the House of Trade and Sevillan Merchant Gild estimated 
that a million pesos of Peruvian treasure annually crossed the Andes 
and made their way to interlopers in the port of Buenos Aires. On this 
account the Gild and House recommended that this excellent port be 
closed. (A. de I., Contratacién, 42-6-12/16.) 

7. That this was a handicap was understood by contemporaries. See 
Alonso de Carranza, op. cit., pp. 371-375. 

8. This condition seems to have obtained both in New Spain and in 
the then Peru. In 1600 Alonso de Ofiate, “procurador general de los 
mineros de la Nueva Espafia, Nueva Galicia, y Nueva Vizcaya,” wrote 
to the Council of the Indies that formerly mines produced from 10 to 
50 marks of silver per quintal of earth; whereas the mines then yield- 
ing 2 marks per quintal, and with the use of 2 ounces of mercury, were 
accounted good (A. de I., Audiencia de Méjico, 60-5-45). Antonio de 
Ulloa, apparently drawing upon a pamphlet, Pretensiones del Potosi, 
published by Sandoval in 1634, contended that in 1545-71 the mines 
of Potosi produced a mark of silver per pound of mercury, while in 1634 
mines yielding one mark of silver per 1250 pounds were considered good 
and those yielding more were thought excellent (op. cit., p. 210). This 
is manifestly an exaggeration, but to admit of such an exaggeration the 
decline must have been very great. In 1629 Alonso de Carranza asserted 
that the decadence of Potosi had become so great that even the Chinese, 
fully aware of it, were making and burying huge balls of silver (op. cit., 
pp. 371-375). According to Colmeiro, Potosi commenced to decline in 
fertility after 1606 (op. cit., ii, 427, 428). Soetbeer put it about six 
years earlier (op. cit., p. 78). 

9. In 1630, near the beginning of the precipitous decline in registered 
receipts, the averta amounted to 31.5 per cent. In 1653 it reached 99 
per cent, and in 1656 it was 49 per cent (A. de I., Contratacién, 42-6- 
12/16). It should be borne in mind that these figures are not normal; 
in fact, they are given in order to show abnormal yearly averias for an 
abnormal period. From 1620 to 1628 the convoys were financed by the 
merchants of Seville, who were able to keep the averia at 6 per cent. In 
1629 it rose to 17 per cent. In 1635 and 1636 the merchants again con- 
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the labor supply by rude work in the mines;! an in- 
crease in trade with the Orient;? unnecessary delay in 
the delivery of private treasure;* delivery of private 
bullion in vellon at more than its market value;‘ a 
revival of the practice of sequestration in the closing 
years of the reign of Philip IV;* and an increase in the 
wealth and population of the Indies, which caused more 
treasure to be retained in the colonies. 

In conjunction with the documents already mentioned 
as sources for this study, a few records of the treasurer 
of the Seville mint and Relaciones de los Caudales y 
Efectos que Ventan de Indias en Armadas, Flotas, y 
Naos Suelias — all of the Archivo General de Indias — 


tracted for the outfitting of the treasure fleets; expenses were kept low 
enough for the averia to be 12 per cent. In 1641 and 1642 it was 14 per 
cent, but in 1643 it rose to 23.4 per cent. (A. de I., Contratacién, 30-5- 
66/18, 42-6-12/16.) 

1. José de Acosta, Historia Natural y Moral de las Indias (Madrid, 
1591), fol. 131; José del Campillo y Costo, Nuevo Sistema de Gobierno 
Econémico para la América (Madrid, 1789), pp. 2-17; William Robert- 
son, Works (Edinburgh, 1829), i, 368. 

2. Immediately after the permanent settlement of the Philippines, 
the Spanish colonists began to trade with the Orient through the port 
of Acapulco in New Spain. Realizing that significant quantities of bullion 
were filtering out of the realm, the government subjected the trade to 
many vexatious restrictions. (See Recopilacién, lib. ix, tit. xlv.) As 
early as 1594, raw silk (presumably Chinese) was carried to Spain on 
the New Spain fleet; and the accounts for the New Spain fleet of 1609 
stated specifically that Chinese silk (“‘seda que biene de la China’’) was 
brought to the motherland. It is significant that the value of the silk 
increased from 18,233 ducats in 1594 to 88,687 ducats in 1609 (A. de 
I., Indiferente General, 147-2-16). In 1659 the House of Trade and 
Sevillan Merchant Gild estimated that 500,000 pesos of Peruvian treasure 
annually made their way to China through the port of Acapulco in New 
Spain (A. de I., Contratacién, 42-6-12/16). 

3. In the closing years of the reign of Philip IV, registers were some- 
times sent to Madrid for examination before delivery was made (A. de 
I., Contratacién, 42-6-12/16). 

4. A. de I., Contratacién, 42-6-9/13. 

5. In 1637, for instance, the crown sequestered 500,000 ducats’ worth 
of private treasure. In 1659 the House of Trade and Sevillan Merchant 
Gild attributed the decline in registered receipts largely to this flagitious 
practice. (A. de I., Contratacién, 42-6-12/16.) 
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have enabled me to calculate ® the ratio between im- 
ports of gold and silver. Table B shows the results by 
ten-year periods. Since no silver, except possibly as a 
sample, came before November 5, 1519,’ the table be- 
gins with 1521-30. 


TABLE B 


GoLp AND SILVER 


. Silver Gold 4 Silver Gold 

— Fa oe CO y weight ‘by weight 
1521-1530 2.949 97.051 1591-1600 99.287 .713 
1531-1540 89.602 10.398 1601-1610 99.466 .534 
1541-1550 87.677 12.323 1611-1620 99.598 -402 
1551-1560 87.672 12.328 1621-1630 99.819 181 


1561-1570 98.803 1.197 1631-1640 99.911 .089 
1571-1580 99.164 836 1641-1650 99.848 152 
1581-1590 99.428 572 1651-1660 99.890 -110 


In absolute amounts, 16,632,648.20 kilograms of pure 
silver and 181,234.95 kilograms of pure gold came regis- 
tered from the Indies.* Of course, there was smuggled 
specie also. From the nature of the case, no one can 
say how much. The amount of smuggled treasure has 


6. The data are not as complete as one would desire. In about 50 
per cent of the years the figures used comprised all the imports; for 
about 35 per cent the records do not permit the separation of gold and 
silver, and for the remaining 15 per cent one can be certain only as 
regards a part of the receipts. 

7. A. de I., Contratacién, 39-2-1/8. 

8. The estimates of previous writers, a good summary of which is 
given by Colmeiro (op. cit., ii, 431-434), vary from a little less than two 
to almost ten times my figures. The glamour of romance surrounding 
the exploits of the discoverers and conquerors of a new world, and the 
inordinate esteem in which the precious metals were then held, doubt- 
less played a part in the overestimation by contemporaries of the imports 
of gold and silver. But perhaps the largest factor was the wide diver- 
gence between the marginal uses of treasure in America and Europe. 
When the booty derived from the spoliation of Indians arrived, and it 
was learned that gold had been used by the Aztecs for such trivial pur- 
poses as the adornment of Indian slippers with nineteen bells of gold 
(A. de I., Contratacién, 39-2-1/8), it was inevitable that the Spaniards 
should fancy that the Indians possessed as much gold as they themselves 
would have required before pushing its marginal use so low. 
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been estimated at from ten to fifty per cent of the regis- 
tered, but there is reason to believe that it was rather 
nearer the former than the latter figure. Smuggling was 
fraught with danger and expense.’ Probably it was 
really significant only when there was grave danger of 
sequestration or of an inordinate averia. 


Until about 1515 most of the treasure came from 
Hispaniola. From 1516 to 1530 Porto Rican exports 
almost equaled those of Hispaniola, and Cuban exports 
became about half as great. Before 1531-35 Tierra 
Firme and New Spain did not take the predominant 
positions they were destined to occupy. 

Chart II shows the relative amounts of imports 
drawn from New Spain and Tierra Firme between 1531 
and 1660. With the receipts from New Spain I have 
included those from Honduras; so Tierra Firme means 
South America and New Spain North America. It is 
impossible to distinguish for the whole period the 
treasure that came from the Antilles, but one can say 
that it was not of moment after the middle of the six- 
teenth century. Figures are given in the periods for 
which I have data. 

After 1545, the year that marked the discovery of 
Potosi, the percentage of receipts coming from Tierra 
Firme showed a steady increase. From 1581 to 1660, 
about half the period under investigation, Tierra Firme 
furnished roughly two thirds and New Spain one third 
of the total Spanish imports. 


Vv 


Let us examine briefly the effects of American treasure 
upon the motherland. For a season industry seems to 
have responded to the rise in prices precipitated by 
the influx of treasure. The resultant material prosperity, 
9. A. de I., Contratacién, 42-6-12/16. 
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PERCENTAGES OF RECEIPTS BY EXPORTING REGIONS 
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together with the effect of the specie on national psy- 
chology, played a part in the passage of Spain through 
her golden age of literature and art.' But ultimately the 
importation of treasure (the exportation of which was re- 
tarded by legal restrictions) in exchange for goods sapped 
the economic vitality of the country and augmented the 
price revolution, which handicapped export industry. 
Historians have generally agreed that American gold 
and silver fanned the flames of Hapsburg imperialism, 
added to the zeal with which Spanish rulers defended 
the Catholic faith against Protestant and Moham- 
medan, furnished sinews of war, and, in short, consti- 
tuted an important factor in Spain’s aggressive foreign 
policy. Both the absolute amounts of crown treasure 
and the stability of the receipts, which made them de- 
pendable and reckonable, indicate that this thesis is 
tenable. Furthermore, private treasure, through seques- 
tration upon arrival, contributed very largely to public 
revenue. And it should be remembered that, because of 
the relatively undeveloped state of international finance, 
specie was then highly prized as a means of supporting 
military operations in distant countries.* So gold and 
silver from the Indies were a factor in the shedding of 
the blood of Spain — sacrificed on altars of imperialism 
and religious fanaticism — on distant European battle- 

1. That Spanish life was directly influenced by American gold and 
silver is attested by the use Cervantes made of treasure and treasure 
fleets in Rinconete y Cortadillo and El Celoso Extremefio, two of his 
“‘Novelas Ejemplares,” which contain the best descriptions extant of 
Spanish life and customs. 

2. Professor Merriman, perhaps the greatest recent student of Span- 
ish history, seems to share this opinion (op. cit., iii, 45, 255). Laiglesia, 
tho he recognized the general acceptance of this view (Caudales de 
Indias) , opposed it as regards the Emperor on grounds that do not seem 
convincing. 

3. Cf. Adam Smith, Wealth of Nations, i (Cannan ed., London, 
1904), 407-412; F. W. Taussig, International Trade (New York, 1927), 


pp. 274-278. This is one reason why the mercantilists placed great 
emphasis upon the accumulation of gold and silver. 
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fields. Other hordes of men, lured by the El Dorados 
of New Spain and the then Peru, emigrated at their 
most productive age. American treasure doubtless 
created the illusion of prosperity and thus fostered ex- 
travagance and vagrancy. One cannot escape the con- 
clusion that the gold and silver drawn from the Indies 
had baneful effects upon the mother country. 

Next let us turn to the effects of Spanish imports of 
gold and silver upon Hispanic America. One who 
examines the records of the House of Trade, especially 
for the early years, cannot fail to be impressed by the 
enormous part played by American gold in the explora- 
tion and development of the New World. The sailors 
who accompanied Columbus on his first voyage, includ- 
ing the heirs of the men left on Hispaniola, were paid 
in part with gold brought to Spain between 1513 and 
1519.4 Treasure drawn from the Indies financed the 
memorable voyage of Magellan, which proved rich in 
scientific discovery and demonstrated to the lay mind 
the sphericity of the earth. It paid the salaries of such 
notable servants of Spain as Amerigo Vespucci, chief 
pilot of the House of Trade, and Sebastian Cabot; and 
it provided the means to purchase and to carry to 
America the seeds, plants, animals, tools, books, and 
scientific instruments of the Old World. 

4. A. de I., Contratacién, 39-2-1/8, 39-2-2/9. In the debates over 
the financing of the first voyage of the Admiral, I have never seen this 
matter mentioned. It is evident that the sailors themselves made “‘ad- 


vances’’ for a substantial part of the cost of the voyage. 
5. Ibid., 39-2-2/9. 
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THE MONETARY DOCTRINES OF MESSRS. 
FOSTER AND CATCHINGS 


SUMMARY 


I. The authors’ thesis broken up into its constituent parts. Some 
criticisms of those parts which are not peculiar to the authors, 474. — 
II. The authors’ distinctive doctrine of the connection of trade depres- 
sion with the phenomena of profit and saving, 477. — The alternative 
hypothesis implicit in their earlier “‘Cases,” 479. — III. Critical analy- 
sis of their later ‘Cases’ and of their theory of the operation of bank- 
loans, 485.— IV. Criticism of the statistical evidence adduced in support 
of their theory. Summary and conclusion, 494. 


I 


THE purpose of this article is to offer some comments 
on the monetary doctrines expounded by Messrs. 
Foster and Catchings in Part V of their book Profits and 
elsewhere, as well as on some of the criticisms of these 
doctrines made by the four writers whose essays were 
adjudged the most successful in a competition held for 
a prize for the best adverse criticism of Messrs. Foster 
and Catchings’ book. No comments will be offered on 
Parts I to IV of Profits, which consist in the main of an 
exposition and defense, on well-established lines, of the 
general working of the institutions of economic freedom, 
competition, and private property. Nor will any at- 
tempt be made to treat in detail of those portions of the 
Pollak Prize Essays, interesting tho they are, which 
are devoted rather to elaborating the authors’ own 
theories than to refuting the theories here under 
review. 

I hope that Messrs. Foster and Catchings would agree 
that their general standpoint can be fairly summarized 
in the three following propositions. (1) The phenomena 
473 
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associated with what is called ‘‘trade depression’ — 
accumulating stocks of unsold goods, unemployment, 
restriction of output below capacity — are the only im- 
portant obstacles in the way of the abolition of poverty 
and a rapid raising of the standard of life for the whole 
population. (2) These phenomena are purely monetary 
in origin, in the sense at least that they could not arise 
in the absence of a monetary economy. But (3) they 
are due, not to any purely technical features of the 
monetary machine (for instance, the gold standard, 
note-issue regulations, or central bank policy), but to 
something inherent in the very nature of an economy 
characterized by the search for profits and by the making 
of individual and corporate savings. Before attempting 
to phrase more precisely, and to discuss more minutely, 
this last proposition, it seems advisable to comment 
briefly on its two predecessors. 

(1) Trade depressions are the only important cause of 
poverty. I suspect that this proposition may be much 
more nearly true for the United States than for Great 
Britain. In Great Britain, in spite of our preoccupation 
with the problem of unemployment, we have to re- 
member the authoritative pronouncement of Messrs. 
Bowley and Hirst in 1915: “It can hardly be too em- 
phatically stated that of all the causes of primary pov- 
erty which have been brought to our notice, low wages 
are by far the most important.”’ As the same investiga- 
tors have shown, the position of most low-paid regular 
workers has improved perceptibly since that date; but 
he would be a bold man who would prophesy that pov- 
erty and the trade cycle could be buried in the same 
grave. Even for America, I cannot help feeling that our 
authors’ confidence in the truth of their own discovery 
is apt to generate in them an exaggerated optimism, 
which is most marked in their latest and most popular 
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work, The Road to Plenty. I gravely fear that ‘‘The 
Little Gray Man,” the hero of that emotional romance, 
may, even if he gets his Plan to work, find a certain 
measure of disillusionment in store for him. But this, 
after all, is a matter of judgment and emphasis, on 
which further argument here would be barren and out 
of place; and we can all cordially agree that the causes 
of trade depression are well worth all the careful and 
elaborate study which they are now receiving. 

(2) “The trade cycle is a purely monetary phenomenon.”’ 
I here cast this proposition in the form of a quotation 
from Mr. Hawtrey, as a reminder that it will be en- 
dorsed by many who will dissent from the more particu- 
lar diagnosis shortly to be discussed. It would not be 
sensible to attempt to set out fully here the strong ob- 
jections which exist, in my view, to accepting it, or to 
elaborate the share in the causation of the trade cycle 
which may be attributed to variations in harvests, to 
inventions, to the inevitable discontinuity in the process 
of investment in the instruments of production and 
transport employed by a highly industrialized and 
rapidly progressive society. But it is relevant to my 
purpose to notice the argument (Profits, pages 4-5, 224, 
421) by which Messrs. Foster and Catchings seek to win 
assent to the proposition. Under a barter system, it is 
urged, a general overproduction of goods could not occur, 
since the goods would provide a market for one another: 
‘general overproduction” means simply overproduc- 
tion relatively to available money. I see no reason to sup- 
pose that this is true. Even Robinson Crusoe, fishing 
18 hours a day in his new boat, could find that he was 
overproducing goods relatively to his past and present 
efforts and sacrifices — that is, getting less utility per 
unit of labor and waiting incurred than he expected. 
And in a slightly more complexsociety, as Professor Pigou 
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has shown, it is quite possible for A to double his output 
in the expectation that each of his goods will exchange 
for twice as many of B’s goods as before, and for B to 
double his output in a similar expectation; so that both, 
finding the terms of trade unchanged, have cause to 
regret their action, and each, if he tries to stick out for 
the expected terms, will find goods accumulating on his 
hands. Mr. Souter’s ingenious demonstration on similar 
but more elaborate lines (Pollak Essays, pages 25-33), 
while I do not pretend to have entirely mastered its 
later phases, seems to me to be conceived aright. So 
does his stricture (page 45, note) on the “naive belief 
that a curtailment of expenditure of money in one direc- 
tion is immediately and proportionately ‘compensated’ 
by increased expenditure in another.’”’ The ‘“‘monetary”’ 
school of trade-cycle theorists seem to me to overlook 
the significance of the inelasticity, in time of slump, of 
the demand for certain important things which are 
being relatively overproduced — particularly transport 
facilities and constructional goods; whence it follows 
that any attempt to expand output on the part of these 
trades would, even under barter, furnish an inducement 
to other trades to restrict output. The diminished flow 
of money spent in such times on the products of the 
first group of trades is not a cause but a symptom of 
profound industrial maladjustment. 

This is not of course to deny that the variability of 
industry is acutely aggravated by monetary causes. 
One such aggravation, which our authors note but, I 
think, wrongly interpret, will be discussed below. More- 
over, when they come to the discussion of practical 
remedies, they are happily led to advocate one which 
can be, and has been, approved by many who would 
endorse neither their nor any other purely monetary 
theory of the trade cycle. Their prescription, long held 
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up a tantalizing sleeve, and at length triumphantly 
announced in chapter 15 of The Road to Plenty, turns 
out to be none other than our old friend,! the planning of 
long-range programmes of construction by central and 
local governments and big corporations, with a view to 
putting them into operation in such a way as to counter- 
act the variations of private demand. On the quan- 
titative and practical aspects of this suggestion some 
wise and cautious words of Dr. Bowley (Is Unemploy- 
ment Inevitable? pages 367-368) deserve attention; on 
the question of principle the present writer, at all 
events, is in entire accord, and would like to put into the 
hands of every member of the British Cabinet a copy of 
this sentence from The Road to Plenty (page 201): 
‘‘When production is far below capacity, and many 
workers are unemployed because demand for their prod- 
ucts is insufficient, it is far better for the Government 
to spend money on public works than to use the money 
to pay debts.” 
II 


We come at last to the third and most distinctive 
proposition: The monetary cause of trade depression is 
bound up with the phenomena of profit and saving. The 
experience of the critics (Pollak Essays Comments, 
pages 6 ff.) seems to show that in attempting to phrase 
this proposition more precisely, we must exercise 
great care if we are to avoid being accused by our 
authors of misstating their position. I will therefore 
confine myself for the moment to verbatim quota- 
tions. ‘‘First, there is no possibility of attaining the 
economic aim upon which all are agreed unless con- 
sumers somehow obtain enough money, year in and 
year out, to buy the goods about as rapidly as they are 


1. Whom we owe, I believe, originally to Mr. and Mrs. Webb 
(Minority Report of Poor Law Commission, 1909). 
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produced; second, the present money and profit econ- 
omy does not enable consumers long to obtain the re- 
quired money; third, there is consequently no possibility 
of sustained economic progress” (Profits, page 231). 
“The system itself . . . normally and persistently, decade 
after decade, fails to provide consumers with enough 
money to acquire the goods which they are perfectly 
able and willing to produce” (Profits, page 233; my 
italics). ‘‘As industry is now financed and corporate 
savings are now effected, the flow of money to con- 
sumers does not long keep pace with the flow of goods” 
(Profits, page 399). 

Now, it is perfectly true that Messrs. Foster and 
Catchings apparently do not regard the defect thus 
asserted as incurable — indeed, they believe they know 
how to cure it. But it is equally evident that they 
mean something much more than that, in a world where 
human foresight and organization are imperfect, prices 
will sometimes have to be lowered if goods are not to 
remain unsold. Mr. Olmsted is, in my judgment, 
quite justified in saying that they try “to invest 
the mechanism of this defect with a mysterious atmos- 
phere of mathematical certainty’? (Essays, page 69); 
and Mr. Bickerdike, in saying that ‘‘the authors sug- 
gest everywhere some inherent arithmetical difficulty 
in reconciling saving with the maintenance of a suffi- 
ciency of consumers’ purchasing power” (Essays, page 
76). If there turns out to be no such inherent trick, so 
to speak, in the nature of things, nine tenths of our 
authors’ supposed contribution to the theory of the 
trade cycle must be rejected as based on an illusion. 
That their practical good sense enables them to reach 
several correct conclusions and to advocate a number 
of sensible courses, I have already admitted, and could, 
if space permitted, more abundantly illustrate. But it 
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is quite clear that they started out to demonstrate the 
existence of a certain definite and persistent kink in the 
economic scheme; it is by no means clear from their 
comments on the Pollak Essays that their critics have 
convinced them that their analysis was erroneous; and 
it is on their exposition of the nature of this supposed 
kink, which is, after all, the only really distinctive fea- 
ture of their work, that they must expect an academic 
critic still to concentrate attention. 

They develop their argument partly by means of a 
series of hypothetical ‘‘Cases,”’ partly with the aid of 
more general reasoning and an appeal to statistics. 
They attach so much importance to the Cases that it 
seems desirable to examine at any rate the leading mem- 
bers of the series in some detail. We are to suppose a 
single integrated corporation in control of the whole 
production and trade of the country, pocketing the 
whole receipts from the sale of goods to consumers and 
disbursing the whole wages bill and dividend bill. We 
are to suppose further (1) that the goods produced in 
any “‘year” or accounting period I are sold in the fol- 
lowing ‘‘year” II; (2) that the wages relevant to the 
goods produced in year I and sold in year II are paid in 
year I; (3) that the dividends relevant to the goods pro- 
duced in year I and sold in year II are paid in year IT; 
(4) that the wages paid in year I are spent in year I; 
(5) that the dividends paid in year II are spent in 
year II. Thus we might get equilibrium year after year 
with the following position (Case II, Profits, p. 273): 


ee eee 1,000,000 goods 
ee Perr eee 1,000,000 goods 
CT er er eee 1,000,000 dollars 
Wages paid........... 900,000 dollars 
Dividends paid........ 100,000 dollars 
Price-level..... 2. cceces 100 


There are certain difficulties about this construction. 
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First, what exactly is meant by the “production” of 
goods? If we try to reckon as “‘produced” on any day 
those goods that receive their final touches on that day 
but were begun some time — say, for the sake of illus- 
tration, six months — earlier, then the goods produced 
in the first half of year I will be partially due to labor 
which was paid in year 0, and the wages paid in the 
second half of year I will be partially paid on behalf of 
goods which will not be produced till year II: and this 
is ruled out by assumption (2). It seems that we must 
conceive of production as an instantaneous act, to be 
followed a year later by sale. On this hypothesis our 
corporation will at any moment have to have twice as 
much working capital embodied in goods as it would if 
we adopted the more natural hypothesis that value is 
being steadily added to goods at an even rate between 
the date of commencement and the date of sale. This 
hypothesis of instantaneous production seems to me 
inconvenient, but I do not suggest that it is impossible 
to work with. 

More serious is the question of the point of time at 
which dividends are supposed to be paid. It is one of 
our authors’ cardinal doctrines (Profits, page 31) that 
dividends cannot be paid until the receipts out of which 
they are paid have been harvested; yet in Case II we 
find that the dividends paid in year II are partly derived 
from the sale of goods on which they themselves have 
already been spent. It isno wonder that Mr. Novogilov 
tries to rescue the authors from this self-contradiction 
by representing them as having laid down that dividends 
are paid in the year following that in which they are 
earned by the sale of goods (Essays, page 97); but there 
seems no doubt that in this Mr. Novogilov has com- 
mitted a generous error, and allowed the terms of as- 
sumption (3) to escape his memory. 
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We are driven, I think, to suppose that Messrs. Foster 
and Catchings are picturing some such process as the 
following. The “year” must be conceived of as divided 
into x ‘‘periods”’ ; toward the end of each ‘‘period”’ the 
corporation, having during the ‘‘period” paid out 
= dollars in wages and received them back in pay- 
100,000 

x 





ment for goods, feels justified in distributing 


dollars in dividends, which it counts on receiving back, 
also in payment for goods, before the end of the 
“period.” I suspect that they picture x as ‘‘I’’, so that 
the “‘year”’ and the “‘period”’ are identical; but I do not 
feel quite sure of this, and so far as Case II goes it is 
not necessary either to their conclusions or to ours 
that it should be so. Armed with this notion of 
the ‘‘period,’”’ we can enquire into the community’s 
monetary arrangements. How much money will the 
corporation need to have on hand at the beginning of 
the “‘period”? If all its payments were wage pay- 


ments (as in Case I), it would need oe dollars; the 


velocity of circulation of money (that is, the number of 
times each unit of money changes hands per year in 
transactions of every kind) would be 22; the “circuit 
velocity”’ of money (our authors’ name for the number 
of times each unit of money changes hands per year in 
purchase of goods for final consumption) would be z. 
Now, does the fact that one tenth of the corporation’s 
payments are dividend payments make any difference 
to this result? It seems that we are free to make either 
of two suppositions. Either (a) the corporation pays 
the dividends with money already received during the 
“‘period” from the wage-earners, thus sending one 
ninth of the money already used for wage-payments 
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during the “period” on a second circular journey (in 


this case the total stock of money will be == dol- 


lars, and its average circuit velocity >). Or (0) the 


corporation pays the dividends with a stock of money 
specially hoarded for that purpose since the beginning 
of the “‘period.’”’ In this case the total stock of money 


will be =_— 


as if all the corporation’s payments were wage-payments. 

If we are to stick as closely as Messrs. Foster and 
Catchings will allow us to their principle that dividends 
must be earned before they are paid, the former hypothesis, 
(a), seems to me far the more natural. But if we choose the 
latter, (b), we must note carefully that while the corporation 
does not actually advance money to the recipients of divi- 
dends except to a small extent, it is conceived of as holding 
idle, during nearly the whole of each “‘ period,” the whole of 
the money which will be required to satisfy their claims. 

The importance of these conclusions will become 
plain when we come presently to consider our authors’ 
theory of bank loans (Cases X and XI) ; meanwhile, there 
is a little to be said about some of the intervening cases. 
Up to and including Case IX we are to suppose the 
volume of money and its circuit velocity to be constant 
(the latter condition is in fact, tho they do not notice it, 
infringed in Case VII); up to and including Case VII we 
are also to suppose the price-level to be incapable of 
alteration. The most important of these cases is No. VI, 
in which, instead of paying dividends, the corporation 
spends its profits in hiring additional labor in order to 
increase its capital facilities and its output. Thus, start- 
ing from Case IT, we get in successive years the following 
situations. 


, and its average circuit velocity x, just 
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Year I Year iI Years III, IV, etc. 

Output......... 1,000,000 1,100,000 —_ 1,100,000 goods 
fs icons 1,000,000 1,000,000 —_1,000,000 goods 
re 1,000,000 1,000,000 1,000,000 dollars 
Wages paid....... 900,000 1,000,000 1,000,000 dollars 
Dividends paid. ... 100,000 0 0 dollars 
Addition to stock 

of unsalable goods 0 0 100,000 goods 
Price-level........ 100 100 100 


Thus they have demonstrated, with fair lucidity,? 
that if production increases and money remains con- 
stant, then, if prices cannot be reduced, goods will re- 
main unsold. This result, however, is so firmly in accord 
with established monetary theory that one cannot really 
suppose that they claim for it any novelty or interest. 
The novelty lies in the thesis, presently to be discussed, 
that there is some inherent difficulty about increasing 
the supply of money to match the increase in produc- 
tion. All that is novel about Case VI is the terms in 
which the authors explain what has happened. 

Money [they write] that is once used to bring about the produc- 
tion of goods is again used to bring about the production of goods, 
before it is used to bring about the consumption of goods. In other 
words, it is used twice in succession to create supply; whereas if the 
$100,000 in question, instead of being invested in the production of 
additional goods, had been paid out as dividends and spent by the 


recipients, the $100,000 would have been used alternately to bring 
goods to the markets and to take them off the markets. 


I quote this passage in full, because its motive con- 
tinually recurs in the remainder of the book; but after 
prolonged study I am still unable to attach any sense to 


2. There are some unexplained things about the actual figures. Since 
900,000 units of labor used to produce 1,000,000 goods, while 100,000 
units of new labor produce only an extra 100,000 goods, it must be as- 
sumed that 10,000 of these units of new labor in year II are devoted to 
increasing “capital facilities.” It is not clear how these 10,000 units of 
labor are employed in year III, since it seems that they neither produce 
a further increase in the output of goods in that year nor (so far as we are 
told), by adding further to capital facilities, enable the output of goods 
to be still further increased in subsequent years. 














484 QUARTERLY JOURNAL OF ECONOMICS 


it whatever. The money “invested in the production of 
additional goods”’ is, as the authors have themselves in- 
sisted, forthwith ‘spent by the recipients,” that is, by 
the wage-earners who are engaged in the production of 
the additional goods. And how on earth can the corpora- 
tion be using the same piece of money twice in succession 
to “create supply” — that is, presumably, to pay wages 
— without receiving it back in the interval from some 
wage-earner in payment for goods ‘“‘taken off the 
market’’? 

In Cases VIII and IX the authors remove the as- 
sumption that the price-level must not fall. The treat- 
ment of Case IX (Profits, page 300) is in my judgment 
muddled and muddling, and ends by proving far too 
much; namely, that if, money-supply being fixed, the 
corporation tries (as in Case VI) to reinvest in its own 
business and to allow prices to fall as output increases, 
it will find itself making no profits at all. Since, how- 
ever, the authors’ main standpoint — that a falling 
price-level is exceedingly likely to discourage enterprise 
and production — is shared by many other writers, I do 
not propose to discuss it here in detail. I will only con- 
fess to agreeing with Mr. Souter and the shade of Mar- 
shall (Pollak Essays, pages 43-44) that there is a ten- 
dency among price-stabilizers to exaggerate the evil 
effects of a steady and continuous fall in prices which is 
due to a steady and continuous increase in productivity 
per head. For under such conditions, even tho money 
wages are not reduced, a rising real wage-bill to em- 
ployers does not mean a rising real labor-cost per unit 
of goods produced.® 

3. The authors seem in error in citing Mr. McKenna — at any rate 
the Mr. McKenna of 1921 — as opposed to falling prices per se. The 
passage quoted (Profits, page 304) is an argument against a drastic 


curtailment of the supply of money. Later in the same speech Mr. 
McKenna remarked: “If we increase the commodities available for pur- 
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III 


We reach at length the central stronghold (Profits, 
chapter 27) in which the authors, removing the condi- 
tion that the supply of money remain unaltered, ex- 
pound the nature of the kink in the scheme of things 
which tends to prevent the flow of money incomes from 
increasing as rapidly as the flow of salable goods. Once 
more we must beware of their caution against falling 
into an ignoratio elenchi (Comments on Pollak Essays, 
pages 6 and 12); we must not accuse them of saying that 
it is inevitable that the flow of money incomes should 
fail to keep pace with the flow of goods— they even give 
instances of circumstances in which it has not done so 
(Profits, pages 410-413). But if words mean anything, 
they do assert much more than that it sometimes does so, 
or even that it happens to do so as often as not; they 
imply that there is on the balance a persistent under- 
lying tendency for it to do so— a tendency which it 
will need considerable organized effort and ingenuity 
on the part of society to overcome. In support of this 
version of what they assert, I must once more have re- 
course to quotation (the italics are mine): ‘‘In modern 
trade, on the contrary, the ordinary course of financing 
increased production through the expansion of bank 
credit, in accordance with the tenets of sound business, 
upsets the annual equation” (Profits, page 320). “‘The 
processes whereby capital investments are made do not 
normally bring forth increased consumer demand in 
proportion to the increased production that results from 


chase without any increase of purchasing power, we shall deflate, and 
prices will fall. Deflation of this kind can be effected without producing 
the evils to which I have just referred. ... There can still t-: room for a 
fair return on capital and a fair reward for labour. This is the kind of 
deflation at which we ought to aim.” 
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the enlarged capital facilities” (Profits, page 372). ‘‘ As 
industry is now financed and corporate savings are now 
effected, the flow of money to consumers does not long 
keep pace with the flow of goods” (Profits, page 399). 
They cannot run away from the words which I have 
italicized without abandoning all that is distinctive in 
their theory. 

Mr. Souter, by constructing a case of his own (Es- 
says, pages 49-51), has no difficulty, in my judgment, in 
showing that this belief of Messrs. Foster and Catchings 
is an illusion, and that not only is it possible (which 
they would apparently admit) for a banking system so 
to function as to increase money incomes in proportion 
to increases in output, but (which is the point in dis- 
pute) that there is no a priori reason connected with the 
phenomenon of profits for expecting it to function in any 
other way. Mr. Novogilov takes the more heroic course 
of dissecting and amending their own cases, which he 
does with great acumen, tho not, in my judgment, 
with complete success. Our authors (Comments on 
Pollak Essays, page 15) attempt to discredit Mr. No- 
vogilov’s essay on the alleged ground that he breaks 
the rules by treating the cases as growing out of 
one another instead of as independent and isolated 
hypotheses. But a reference to Profits, pages 308-309, 
shows that they themselves intend the three crucial 
cases (II, X, and XI) to represent the position in succes- 
sive years: their attempt to rule Mr. Novogilov out of 
court for doing the same is, therefore, in my opinion, 
quite unfair. 

Undeterred by Mr. Novogilov’s unmerited fate, I 
propose to make an attempt to grapple directly with 
Cases X and XI. Starting from the equilibrium position 
described in Case II, we are to suppose (Profits, page 
309) that in the following year the corporation borrows 
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$90,000 of new money from the bank and pays it out in 
wages. It thereby increases its output by 100,000 goods, 
which, however, in accordance with the original assump- 
tion (1), will not be ready for sale till a year later. The 
position is set out as follows. 


Year I (Case II) Year II (Case X) 
re ee 1,000,000 1,000,000 goods 
ar 1,000,000 1,000,000 goods 
Receipts.......... 1,000,000 1,090,000 dollars 
Wages paid....... 900,000 990,000 dollars 
Dividends paid .... 100,000 100,000 dollars 
Price-level........ 100 109 


The first comment to be made is this. There are cer- 
tain very real difficulties, which I have tried to face 
elsewhere,‘ about studying the behavior of the price- 
level during a process of money-expansion. Without 
attempting to go deeply into them, let us recall the dis- 
tinction drawn above between the “year” and the 
“period.” To define those terms precisely, the “year” 
is (on the authors’ assumption of instantaneous ‘‘pro- 
duction’’) the interval of time which elapses between the 
date at which an article is produced and the date at which 
it is offered for sale; the ‘‘period”’ is the interval of time 
during which a unit of money is used once for the pur- 
chase of goods by wage-earners. Now if, as is certainly 
the case in real life, the year is longer than the period, 
the new money which is paid out in wages and spent on 
goods in the first period of the year will be used again 
for the payment of wages and the purchase of goods in 
each later period of the same year; and we must allow 
for this in our account of the effect of the process of 
money-expansion on the price-level. I feel pretty sure, 
however, that this difficulty is not the source of the 
authors’ troubles. It seems quite clear that in Case X 


4. See my Banking Policy and the Price Level, pp. 60 ff., and Pigou, 
Industrial Fluctuations, Part I, chap. 14. 
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they are assuming that the “‘year”’ and the “‘period”’ are 
identical and that none of the new money created by 
the bank in year II is spent more than once by a wage- 
earner in that year; and in this simplification I am glad 
to follow them. 

But the main point to notice is that upon which Mr. 
Novogilov has rightly pounced (Essays, page 97) — the 
figure of $100,000 entered by the authors as the divi- 
dends paid in year II. No explanation is offered of this 
figure; yet it seems to require a good deal. Here is the 
corporiition having sold to wage-earners for $990,000, 
instead of the old $900,000, goods which cost it some 
$810,000 ° in the previous year to produce; yet it pays 
out to its shareholders only the same money sum that it 
did in the previous year, and that money sum represents 
a smaller command over goods. It seems unlikely that 
we shall derive much illumination from an assumption 
so little in accord with what we know to happen, in 
periods of rising prices, in real life. From what our 
authors have told us of the corporation’s previous habits 
(Profits, page 308), we might even expect it to pay out 
the whole of its realized profits in dividends; it is surely 
at least reasonable to suppose that in year IT it will be 
willing, as it was in year I, to pay out one dollar of divi- 
dends for every nine dollars received from the sale of 
goods to workpeople. In that event the dividends paid 
will be $110,000; the total receipts, $1,110,000; and the 
price-level, not 109, but 110. 

We are left, as I have said, to guess at the reasons for 
which the authors make their corporation behave in so 
improbable a manner; but it is impossible to resist the 
suspicion that they do so because they believe that, 
however much it may want to raise its dividends, 7 will 


5. About $817,000, if we adopt the authors’ supposition that in the 
second year ;%°, of the total sales are made to wage-earners. 
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not be able to find the money to do so. In order to see 
whether there are any grounds for such a belief, we 
must revert to the two alternative hypotheses about the 
community’s monetary arrangements set out in connec- 
tion with our discussion of Case II. I propose to work 
first on what I consider far the more reasonable hypoth- 
esis, because it springs naturally out of the attempt to 
conform as closely as possible to the authors’ prin- 
ciple that dividends must not be paid until they are 
earned. That hypothesis (a) is that the community 
possesses, to start with, 900,000 pieces of money, the 
whole of which (in accordance with our original assump- 
tions (4) and (5)) is at the beginning of each year in the 
hands of the corporation; and that out of every nine 
pieces of money paid to and received from wage-earners 
in any ‘‘period” (which, we have agreed, now also 
means in any year), one piece is sent on a second circu- 
lar journey, this time to and from the recipients of 
dividends. On this hypothesis, there is no difficulty 
about what happens in year IT: 10,000 of the new pieces 
of money, as well as 100,000 of the old pieces of money, 
are used a second time, namely, for the payment of 
extra dividends. Thus the average circuit velocity of 
money is kept unchanged; and we note also that by the 
end of the year the stock of money has been increased 
by 10 per cent — that is, in the same proportion as the 
output, the wages-bill, the dividend-bill, and the price- 
level. 

Let us now, using the same monetary hypothesis 
(a), push on into Case XI, representing the events of 
year III, during which the additional output of year II 
comes on to the market, while output is still further 
increased with the aid of still further loans from the 
bank. Messrs. Foster and Catchings contend that in 
that year the price-level must fall below the level 
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reached in year II, unless the supply of money is in- 
creased at an accelerating rate. It is not, I think, worth 
while to transcribe their actual figures, since, as Mr. 
Novogilov points out, they are clearly vitiated by the 
supposition that bank money and output increase, not 
in geometrical but in arithmetical progression — that is, 
that in spite of the big profits realized in year II the rate 
of increase of production * declines in year III. But their 
main defect is (as Mr. Novogilov also sees) the same as 
that of Case X — that they assume that the dividend- 
bill remains absolutely fixed (apparently to all eternity), 
while the money-supply and the wages-bill continue to 
rise. On hypothesis (a) there is, as we have seen, no 
earthly reason why this should happen: the annual in- 
crease in the receipts from wage-earners not only justi- 
fies a corresponding increase in the dividend-bill, but 
provides the money instruments with which it can be 
made. The complete story of the three years is told in 
the following table. 


Year I Year II Year III 
(Case II) (Case X,amended) (Case XI, amended) 


Output........ 1,000,000 1,100,000 1,210,000 goods 
ae 1,000,000 1,000,000 1,100,000 goods 
Receipts ...... 1,000,000 1,100,000 1,210,000 dollars 
Wages paid. ... 900,000 990,000 1,089,000 dollars 
Dividends paid . 100,000 110,000 121,000 dollars 
Money-stock at 

end of year... 900,000 990,000 1,089,000 dollars 
Price-level..... 100 110 110 


Thus we get a uniform rate of increase of money and 
output with (after the first inevitable kink) an un- 
changed level of prices. The authors’ conclusion 
(Profits, page 310) that “‘the higher price-level which 
results from an increase in the volume of money as pro- 

6. On pages 99-100 of the Essays, Mr. Novogilov several times 


inadvertently writes “rate of production” for “rate of increase of 
production.” 
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duction expands cannot be sustained unless the volume 
of money is increased at an accelerating rate” turns out 
to be without foundation.’ 

The only loophole that I can see for Messrs. Foster 
and Catchings is that they should take refuge in our 
alternative hypothesis (b) about the community’s mone- 
tary arrangements: and this loophole is not difficult 
to block. That hypothesis is that, while dividends 
are not paid till the receipts from wage-earners have 
been harvested, it is for some reason impossible to use 
for the payment of dividends the pieces of money which 
have been received from the wage-earners. In this case 
the corporation must start year I and year II, not with 
900,000 but with 1,000,000 units of money. And if it 

7. In view of a later argument of the authors (see part 1V, p. 497), 


it is of interest to set out the balance-sheet of the corporation (omitting 
fixed capital, about which we know nothing) at the end of each year. 





Year I 
| ree $1,800,000 Goods “produced,” but 
not ready for sale, at cost $900,000 
Re re 900,000 
$1,800,000 
Year II 
oS rere ee rr $990,000 
ee MT RD os. 6i0:v..diee siacdidinwice 990,000 
Debt to bank. ... 90,000 
$1,980,000 $1,980,000 
Year III 
Peres SUGURGEO “GAGE 6 on ccc cic cec ces $1,089,000 
re BT IN 5.5 a6 sess -o0 dere 1,089,000 
Debt to bank.... 189,000 
$2,178,000 $2,178,000 


Thus a growth of surplus, or undivided profit, is seen to be quite com- 
patible with stability of the price-level. 
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can borrow only for the payment of wages, it does follow 
that in year II, although it is making a profit of some 
$180,000 on the goods sold to wage-earners, it will be 
unable to pay more than $100,000 to its shareholders; 
and that, tho it starts year III with a stock of 1,090,000 
units of money, yet since it will require all these for the 
payment of wages it will still be unable to increase its 
dividends beyond $100,000. It is difficult to think of 
any reason for this curious taboo. Presumably, just as 
in Rossel Island there are certain kinds of money so 
sacred that they are used only for the purchase of wives 
and pigs, so in our hypothetical community the divi- 
dend-money is so sacred that it must not be soiled by the 
hands of wage-earners.® But if this state of affairs really 
prevails, then it surely follows that the hoarding of this 
special money through the greater part of the year is a 
business expense to the corporation, for meeting an 
addition to which it will not hesitate to borrow, any 
more than it will hesitate to borrow to meet an increase 
in the wages-bill. If the authors reply that in real life 
corporations do not borrow in order to accumulate 
funds for the eventual payment of dividends, I will 
resist the temptation to reply, in their own words when 
commenting on Mr. Novogilov (Pollak Essays, page 
15), that “it is beside the point to show that any of 
the Cases . . . does not conform . . . to the actual busi- 
ness world. It is not intended to conform.” For unless 
these cases are intended to illuminate what happens in 
real life, they are a great waste of all our time. I will 
reply rather that in real life, as Mr. Souter has shown, 
business firms do borrow in order to pay profits — if not 
their own profits, then other people’s. The miller bor- 
rows to pay for wheat which is already loaded with the 


8. W.E. Armstrong, ‘Rossel Island Money,” Economic Journal, Sept., 
1924. 
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profits of the farmer, the baker to pay for flour which is 
already loaded with the profits of the farmer and the 
miller; and the money thus created serves perfectly 
to provide profits for the baker as well. Mr. Souter is 
quite justified in pointing out (Essays, page 52) that 
Messrs. Foster and Catchings, having shown that the 
assumption of complete vertical and lateral integration 
does not impair the general validity of Case II, tacitly 
and illicitly assume that it cannot impair the general 
validity of Cases X and XI. If we are compelled to as- 
sume integration and monetary hypothesis (b), we must 
be allowed also, if our results are to have any relevance 
to.real life, to assume that the corporation is able and 
willing to borrow for such a legitimate business expense 
as the storage of sacred money. Thus, as under hypoth- 
esis (a), the stock of money will increase annually by 
10 per cent, and the price-level will rise in year IT to 110 
and thereafter remain unchanged.’ 


We need not delay long over Case XII, in which it is 
correctly demonstrated that the repayment of a bank 
loan by the corporation will contract money and depress 
prices, and incorrectly stated (my italics) that ‘‘this is, 
in fact, precisely what happens in the ordinary course of 
financing increased production by means of expansion 
of the volume of bank credit.” It may be true that 
in real life some individual producers (especially those 
whose operations are seasonal) periodically free them- 
selves altogether from indebtedness to the banks; but 
Messrs. Foster and Catchings adduce no arguments for 

9. Mr. Novogilov’s criticism of Cases X and XI starts, as I have said, 
excellently, seizing the essential points, and reaches (Essays, p. 106) the 
right general conclusion. But, perhaps owing to the slip (already noted) 
about the year in which dividends are paid, he does not, I think, quite 
successfully expose what I take to be the heart of the authors’ error; 


namely, the assumption that there is no way in which additional money 
can ever be used for the payment of dividends. 














494 QUARTERLY JOURNAL OF ECONOMICS 


supposing that ‘‘in the ordinary course’”’ of real life in- 
dustry as a whole is progressively reducing its net in- 
debtedness to the banks, or therefore that in their 
hypothetical world they have any grounds for represent- 
ing their integrated corporation as doing so in the ordi- 
nary course. 


IV 


I pass on therefore to the chapter (30) in which sta- 
tistical evidence is adduced in support of the conten- 
tions that the chief cause of the failure to make “‘much 
progress .. . during the last generation toward higher 
standards of living for the people generally” lies in ‘‘the 
failure of consumer demand to keep pace with output”’ 
(Profits, page 377), and, more precisely, that ‘‘every 
marked recession in business follows a period during 
which goods are piled up beyond the capacity of willing 
buyers to take them off the markets”’ (Profits, page 379; 
my italics). The figures and charts presented seem to 
fall into four groups. In thefirst group (Profits, pages 379 
and 393) it is shown without difficulty that the money 
incomes both of income-tax payers and of wage-earners 
rise during trade boom and fall during trade depression. 
Our authors admit that no certain conclusion as to 
causal relations can be drawn from this; but they do not 
seem to notice that, even if it could, the conclusion would 
not be that which they are seeking to establish. For it is 
necessary to their thesis that consumers’ incomes should 
be in defect not merely during the depression but during, 
at any rate, all but the earliest phases of the preceding 
boom. The second group (Profits, pages 383-390) con- 
sists of Mr. Snyder’s important demonstration that the 
variability of trade is less than that of production; and 
the variability of retail trade, less than that of wholesale 
trade. That is to say, stocks of goods increase during 
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the trade boom; and Messrs. Foster and Catchings infer 
that they do so because consumers cannot buy them. 
But it surely fits in better with what we know of such 
periods to suppose that they do so partly because of the 
various congestions which occur when the economic 
machine is working at full pressure, and partly because 
traders withhold them from sale in the expectation of 
still higher prices. Our authors fail to draw any distinc- 
tion between the designed accumulation of goods by 
merchants in time of boom, and the involuntary accumu- 
lation of goods by manufacturers in time of slump. 

The third piece of evidence (Profits, page 391) is to 
the familiar effect that wholesale prices rise faster than 
retail. Now, it does not follow from the mere existence 
of this lag that producers and traders will be unable 
during the boom to sell their products at a profit: for 
instance, if the lapse of time between the purchase of 
goods and their re-sale is six months, all will be well for 
the trader if the retail price-level in December touches 
the level reached by the wholesale price-level in the pre- 
ceding June. But it does follow that those who are 
caught as holders of goods by the turn of the tide will 
incur loss; and it is, at least, probable that many in- 
termediate transactions — whether in wholesale con- 
sumable goods, production goods, securities or real 
estate — entered into long before that date will in the end 
prove to be unprofitable. This is indeed one of the most 
obvious of those monetary aggravations of the trade- 
cycle whose existence I have earlier admitted. The 
present laxity of the banks in expanding the money in- 
comes of consumers leads the business world to expect 
that this laxity will continue, and to enter into inter- 
mediate transactions at a price-level which will be justi- 
fied only if that expectation is fulfilled. Our authors (at 
any rate in Profits — for by The Road to Plenty they 
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seem to have somewhat altered their tune) lead us to 
suppose that they think that the remedy is for the banks 
to continue indefinitely to expand the money incomes of 
consumers, in such wise that the intermediate dealers 
are never disappointed in the prices which they receive. 
The objection to this course of action is that the more 
compliant the banks show themselves, the more confi- 
dent the intermediate dealers will become, and the more 
inflated the prices at which they will deal; and so the 
vicious spiral will continue. The commoner and wiser 
view is that in such circumstances the duty of the banks 
is not to encourage the intermediate dealers by laxity, 
but to discourage them by niggardliness, in the creation 
of money. 

The final piece of evidence is an analysis, on lines laid 
down by Mr. Hastings,’ of the balance-sheet of a number 
of corporations, designed to show that over a span of 
years their financial dispositions were such as to cause 
a considerable ‘‘net deficit in consumer purchasing 
power.” Now, it seems to me true and important that 
in a country which is rapidly growing in wealth the 
financial policy of corporations may change in such a 
manner as to exercise a depressing effect on prices. If 
corporations take to hoarding a large part of their profits 
in the form of bank balances, they will decrease the 
velocity of circulation of money (Case VII, Profits, page 
281); similarly if, having previously relied on the banks 
for their extensions of working capital, they take to 
providing the latter out of their own profits, they may 
put the banks to some difficulty in finding such outlets 
for their funds as will both bring money into touch with 
commodities and.be consistent with the principles of 
sound banking (an indefinite expansion of call loans, for 
instance, would satisfy neither criterion). In either case 
1. In his Costs and Profits. 
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they will be exercising an influence on the side of a fall 
in the price-level. I have suggested elsewhere ? that 
something of the kind may have been happening in the 
United States in quite recent years, and may have com- 
bined with other causes to make it difficult for the 
Federal Reserve System to prevent a sagging price- 
level. But I can find no trace of this process at work in 
Mr. Hastings’ computations for 1920 (Costs and Profits, 
pages 108-114), which are used in Profits as the model 
for computations for the period 1913-22. It may 
be that, through lack of familiarity with the technique 
of accountancy, I have misunderstood Mr. Hastings’ 
method; but so far as I can see, the main burden of his 
complaint is that corporations did not in 1920 distribute 
as cash dividends an increase in the book value of their 
assets resulting from an increase in the volume and a 
writing-up of the values of inventories, and from an in- 
crease in the debts owing to them. It is hard to see how 
they could, or why they should, have done so; or how 
their failure to do so led to a “‘deficit of purchasing- 
power” (cf. my note on page 491). It seems clear that 
the phenomenon here studied by Mr. Hastings has 
nothing to do with that increased desire to use resources 
in substitution for bank loans or in accumulation of 
bank balances whose existence in later years there is 
some reason for suspecting, and which alone among the 
possible changes in the financial policy of corporations 
seems calculated to promote a fall in the price-level. 
To sum up. In focussing attention on the subtle 
interrelations between the supply of money and the 
phenomena of saving, Messrs. Foster and Catchings 
have hit upon a fruitful theme, and one to which many 
monetary writers have given inadequate attention. 
Their failure to achieve convincing results is due, per- 
2. Money (1928), p. 175. 
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haps, to two main causes. In the first place, I can feel 
little doubt that they were born with a double dose of 
the inflation-bacillus in their composition; and tho they 
have done their best to exorcise it with prayer and fast- 
ing, so that they are able (Profits, page 364) to look 
down with a detached pity on such more gravely 
afflicted sufferers as Major Douglas, yet at critical 
moments the bacillus is always apt to take charge of the 
argument. Secondly, the tools with which they work 
are not sharp enough. In particular, while they see 
clearly, and deserve much credit for, the distinction be- 
tween the general velocity of circulation of money, and 
the velocity of its circulation in exchange for the goods 
which enter into final consumption, yet the true nature 
of velocity and of the psychological causes which deter- 
mine it has been hidden from them. In an extraordi- 
narily muddled passage (Profits, page 330) they an- 
nounce that “‘if money moves faster in the same channels, 
the result is a corresponding acceleration of the flow of 
finished goods to markets, and consumers’ income is, 
therefore, as far short as ever. Other things being 
equal, doubling either the velocity of money in general 
or the circuit velocity, doubles the deficiency.” That 
passage could not have been written by anyone who 
had at his command the powerful weapon, forged 
originally by Petty and sharpened by Marshall and 
Pigou — the conception of the proportion of resources 
over which people wish to keep command in the form of 
money as the ultimate determinant of the velocity of 
circulation. Lacking this weapon, our authors have had 
to create their own inadequate equipment — producer’s 
side and consumer’s side, alternate use of money in 
production and consumption, and all the rest of it. In 
spite of their over-complacent attitude toward the 
very pertinent thrusts of their critics, they seem to 
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be anxious to be open-minded, and all their work is in- 
stinct with a very evident and disinterested desire for 
the public good. Is it too much to hope that in the in- 
terests of truth they will throw over the whole of their 
pseudo-scientific apparatus, while continuing, in the in- 
terests of humanity, to use their considerable gifts of 
exposition on the side of wise and practicable policies 
of reform? 


D. H. RosBertson 
Trinity CoLLEGE 
CAMBRIDGE 





COOPERATION AND THE RURAL PROBLEM 
OF INDIA! 


SUMMARY 


Importance of agriculture, — Literacy and sanitation, 501. 
Agricultural holdings, 506.— Backwardness of agriculture, 508. 
Peasant indebtedness, 510. — Codperative credit institutions, 514. 
Agricultural Department activities, 518.— Further codéperation i 
agriculture, 520.— Popular education, 522. — Coéperative activities 
therein, 525.— Public health, 526.— Codperative activities therein, 
528. — Rural Community Councils, 530. 

Every country which may be described as predomi- 
nantly agricultural has its rural problem, and the greater 
the predominance of agriculture over other industries, 
the simpler in form, tho by no means the easier in solu- 
tion, does the problem become. Nowhere is this pre- 
dominance more marked than in India. The population 
is now estimated at 333,000,000,? of which 78 per cent 
(258,000,000) is in British India, and the remainder in 
the native states. No less than 90 per cent of this vast 
multitude live in villages varying in size from a hamlet 
of half-a-dozen huts to a close-packed community of 
5000 persons, while 73 per cent are directly dependent 
on agriculture for their living. No more than 10.5 per 
cent are engaged in industries and 7.5 per cent in the 
liberal arts and professions; many of these latter also 
are rural residents, and a large proportion of the in- 
dustrial workers retain, as so commonly in Belgium, 


1. The author of this paper has been in the Indian Civil Service for 
many years, serving of late as Registrar of Codperative Societies. He 
has also taken part in the preparation of the monumental Report of the 
Royal Commission on Agriculture in India (London, H. M. Stationery 
Office, 1928; 11s.), to which the reader is referred for information on all 
phases of the subject. — Editor. 

2. 319,000,000 in the census of 1921. The decennial increase from 
1901 to 1911 was 21,000,000, and from 1911 to 1921 only 4,000,000. 
More than 12,000,000 lost their lives in the influenza epidemic of 
1918-19, and the present annual increase is probably 2,000,000. 
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their share in the small ancestral farm, and return to 
agricultural pursuits after a spell of urban life. The 
percentage of the total population employed in agri- 
culture in certain other countries is shown in Table I. 


Taste I 


Total population Density per Agricultural 
in millions square mile population percentage 


226 73* 
113 (1925) 35.5 (1920) 26 
104 (1920) re 45 (1910) 
667 17 
208 43 
193 41 
348 35 


Great Britain 500 7 
340 55 


European Russia .... 71 85 


* Rural population: India, 90 per cent; U. S. A., 35.5 per cent (1920); U.S. A. 
Negros, 72 per cent (1910). The distinction between rural and agricultural population 
is not always clear in the various national yearbooks: the figure of 85 per cent as agri- 
cultural population in Russia is doubtful. 


It is clear that only Russia resembles India in respect 
of rural and agricultural predominance; and that even 
the American Negros are 50 per cent more urbanized 
than East Indian peasants. 

Before examining the methods and productiveness of 
Indian agriculture in detail, we will glance at the degree 
of literacy of the cultivator and the sanitary conditions 
in which he lives. According to the census of 1921, 7 
per cent of the population over the age of ten years were 
literate, to the extent of reading and writing a simple 
letter. The illiterate (93 per cent) numbered 207,000,- 
000, excluding 86,000,000 children under ten. The 
literate section consists of 6.2 per cent of males, and 
.8 per cent of females. If Christians and Buddhists in 
Burma (a literate country) be disregarded, the literate 
males are 5 per cent, and the females .55 per cent of the 
population. The American census of 1920 showed only 
4 per cent of the whites and 23 per cent of the Negros 
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over ten years as illiterate; and, in view of the backward- 
ness of the Negros in certain states and of the mixed 
immigrant population which America yearly admits and 
educates, no better example for comparison can be 
found. It follows that the rural problem of India, the 
problem of raising the economic level of the peasant, is 
complicated by his inaccessibility to teaching and argu- 
ment. While the European and the American cultivator 
can be approached by book, pamphlet, newspaper, or 
letter, and is able to continue in his own home the study 
of literature placed in his hands by an expert, the Indian 
is dependent on oral instruction. The villages and 
towns having a population of less than 2000 persons are 
670,000, and the very great majority of their residents 
must be personally and orally addressed, and, if possi- 
ble, convinced, before any improvement — social, 
hygienic, or economic — can be introduced. Broad- 
casting in India is in its infancy, and there has as yet 
been no opportunity of testing its value. The present 
writer, after many years of intimate rural experience, 
is confident that it will prove a powerful force for good 
or evil. The invisibility of the speaker will lend to him 
that mysterious prestige which is enjoyed in Oriental 
countries by even the most worthless newspaper writer. 

Hygienic rules and practices are almost unknown in 
the villages. If the lanes and the immediate surround- 
ings of the village site were not defiled, sanitation in the 
most usual sense would hardly be necessary; no scay- 
engers are more effective than a dry wind and a parching 
sun. Yet the simplest precautions are neglected. The 
ground immediately surrounding the village is used as 
a common latrine. Not only are the peasants’ houses 
(simple — of mud-bricks and thatch with a few beams — 
but sufficient for the needs of a hot country), crowded 
and huddled round a maze of narrow and fetid lanes, 
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swarming with mangy and ownerless dogs and a myriad 
of flies; but the inside of each little courtyard is also 
the cattle-shed, where the droppings are swept together 
in a corner to decay until the next sowing season, while 
a few feet away the peasant-woman sets up her tiny 
oven (cooking is ordinarily done outside the house), 
prepares the meals of the family, and leaves the milk 
to simmer in an open pot over a fire of dung-cakes. The 
moulding and patting of these dung-cakes is the daily 
occupation of herself and her daughters, and the pre- 
cious food of the crops is diverted, at a great economic 
loss, to the purposes of fuel. Disease is regarded as the 
act. of fate, vaccination and plague-inoculation are 
whims of an interfering government, and prophylaxis 
against malaria is rejected on the plea that a dose of 
quinine may cause a temporary headache.’ It is be- 
yond the scope of the present argument to discuss child- 
marriage and the various evils of moral life which have 
attracted attention in America. If the evils have been 
over-stressed, they still exist, and the physical weakness 
which the general sanitary state of the village creates 
in men, women, and children is aggravated by the in- 
fluence of misguided customs. It is therefore not sur- 
prising that the mortality of India (see Table II) ex- 
ceeds that of America and every European country. 
To turn now to the agricultural question. The size 
of an agricultural holding will vary within wide limits 
according to the rainfall or the means of artificial irri- 
gation in each part of the country. The number of land- 
holders is not relevant, since the custom of distributing 
land in equal shares among the sons of a deceased farmer 
may reduce nominal holdings to the minutest fraction 
of an acre. Each such heir will be entered in the Reve- 


3. Quinine packets are offered by the government at every rural post- 
office for half a cent each. The sales are negligible. 
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nue Record as an owner. The normal holding will be 
from five acres per family in a thickly populated and 
irrigated region to twenty-five or even fifty acres in a 
dry tract which enjoys a good crop about once in four 
years. On such a holding a cultivator can live in the 


Tasie II * 
Births Deaths Infantile 
per 1000 per 1000 mortality 
a 33 25 174 
United States .... 22 12 71 (1921) 
Negros ....... 27 (1910) 30 (1910) 117 (1910) 
Belgium ........ 19 13 94 
Denmark ....... 20 11 58 
France .......... 19 17 80 
Germany ....... 19 12 63 
Great Britain .... 18 12 70 
aa 27 17 71 
eee 45 24 57 


* The rates naturally vary from year to year. The writer has given the latest 
figures available to him. It appears improbable that Russia, with a total mortality ex- 
ceeding that of all European countries, can boast a lighter infantile mortality than any. 
The death 9 of Negros in 1910 was obviously abnormal, since they are increasing 
in number. The Negro census was taken in 1910. 


style at present accepted by his peasant brethren as 
adequate, and it is this type of cultivator whom we 
have to consider. The average holding of several other 
countries is shown in Table III. 


Tasie III 
Average holding 
in acres 
EE eee 6} 
United States ..... 150 
Negros ........ 47 
29 


} Excluding holdings of less than one acre 


The area of crops actually sown in all India in 1925- 
26 was 324,000,000 acres, corresponding to one and a 
quarter acres per head of the population directly de- 
pendent on agriculture. From this it will be evident 
that the standard of living is low, since the agricultur- 
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ist, except in the neighborhood of mines and the larger 
towns, has seldom a subsidiary source of income. 
Various estimates of his total income have been made, 
sometimes with an appearance of bias, but a figure of 
75 to 100 rupees ($22.50 to $30) per head per annum has 
been put forward by competent statisticians as prob- 
ably correct for a large part of India.‘ The cultivator 
of dry land leads an uncertain and precarious existence; 
if the rains fail, he must tighten his belt and live on 
credit until the following year. The lower castes may 
seek for daily employment on the roads and railways; 
a few martial tribes are admitted to the army; but the 
ordinary man resorts to the moneylender and does not 
question his terms. The possessor of irrigated land is 
happier, yet even his out-turn will be poor if there is no 
rain; and, if he depends on a well, both he and his oxen 
will be exhausted by the unremitting toil needed to save 
his crop. Out of 324,000,000 acres sown in 1925-26, 
some 56,000,000 received irrigation (half from canals, 
half from wells and tanks), and all such land is counted, 
for revenue purposes, as ‘‘secure.”’ It is easy to urge 
the construction of more canals, and the sinking of more 
wells, but neither canals nor wells can be made in every 
kind of land, and if they are unremunerative, the tax- 
payer must meet the bill. But the taxpayer is himself 
the peasant, whom it was intended to benefit! More- 
over the water-supply is not unlimited, and irrigation 
is needed chiefly in the winter season, when the great 
rivers run low for lack of rain. 

Another difficulty arises from the custom of sub- 
division in inheritance, to which reference has been 
made. Except where an abundance of canal water tends 


4, Pre-war estimates of income per head in America and Europe 
by leading statisticians were: Great Britain (1905), $206; United 
States (1903), $187; France (1909), $125; Germany (1908), $104. The 
Indian estimate is post-war. 
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to equalize the fertility of the fields, each heir insists on 
receiving, not only his due share of the total holding, 
but an equal share in each quality of land. The two 
acres of high land, the strip beside the torrent bed, and 
the rich manured patch near the village site must be 
cut up into exactly even plots for each of the six sons; 
one of the six then dies, and the other five claim equal 
scraps of his tiny fields; and so on ad infinitum. The 
result is a ludicrous fragmentation, destructive of sound 
agriculture, productive of cattle trespass and quarrels 
(all fields are unfenced), and above all a lamentable 
waste of well-water, if the jealousies of a dozen petty 
owners permit the well to be worked at all. To override 
by law the vicious custom of sub-division is more than 
any government can venture among an ignorant and 
suspicious peasantry, unless it is prepared to mow 
down opposition with machine-guns. The only remedy 
hitherto found has been the formation, in the military 
and somewhat more enlightened province of the Pun- 
jab, of codperative societies for the voluntary redistri- 
bution of holdings. These small bodies, supplied with 
official surveyors without charge, have succeeded in 
re-allotting by consent, in the last few years, the fields 
of 350 villages (out of 33,000 in that province alone!), 
and have shown that by tact and persuasion the battle 
can be won. The time for compulsory legislation, such 
as has been effective in Western Europe, will come only 
when education has softened the contentiousness and 
cleared away the suspicions of rude farmers to whom 
their little land is all in all. Where voluntary consolida- 
tion has been effected, wells are sunk in the new block- 
holdings, litigation and bloodshed are minimized, new 
crops are introduced, and more and better work is done. 
Every man is happier and has more to eat. 

We have considered the problem from the standpoints 




















507 





THE RURAL PROBLEM OF INDIA 


of the educator and the sanitary reformer, and have 
referred to the size of the peasant farm, the fragmenta- 
tion of the fields, and the uncertainty of crops for lack 
of rain or artificial irrigation. There remain, before we 
deal with rural remedies, the twin evils of agricultural 
backwardness and of debt. 

The former subject is discussed in the report of the 
Royal Commission on Agriculture in India, under Lord 
Linlithgow, which completed its task, after two years 
of labor, in 1928. The fields of India are unfenced, and 
cattle trespass in the crops is a daily trouble. The 
common pastures too are not enclosed, and are invari- 
ably overstocked. Epidemic disease is rife, and inocu- 
lation, tho slightly gaining in popularity, is only too 
often deferred until the infection is widely spread. 
Calves are habitually starved, and cows when not in 
milk fare little better. Seed for sowing is collected, 
without sifting, from the threshing floor, or taken from 
the family bin without examination. The native plough 
is a V-shaped stick with a point of soft iron, and 
scratches the upper three inches of the soil. It is driven 
with one hand, the other being free to carry the goad or 
the smoking hookah. Sowing with the drill is replacing 
the broadcast method for food grains, but the latter is 
still too common among the valuable cotton crops. 

European farmers, as in northern France and parts 
of Scandinavia, who do not fence their fields, tether 
each animal in a fixed spot from which it can obtain 
its food without destroying tomorrow’s supply. Open 
pastures in Italy and the hilly regions of England are 
ordinarily “‘stinted,’’ if they are not too wide to require 
any control. European calves are slaughtered or hand- 
fed, cows rationed and possibly groomed; seed is 
jealously scrutinized or sent to a testing-station, and 
deep-furrowing ploughs are in general use. The Indian 
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peasant, on the other hand, if a Hindu,’ is barred by his 
religion from slaughtering a superfluous calf or an effete 
cow; the worthless animal is as holy as the strong and 
productive. If he is a Mohammedan, his religion allows 
slaughter, but social pride prescribes the maintenance 
of an excessive herd, and Hindu susceptibilities render 
slaughter dangerous except in entire secrecy. The con- 
sequences are not far to seek. The average yield of 
wheat or cotton in India and other countries is shown 
in Table IV. 


Tass IV 
Bushels peracre Pounds per acre 
Periods Wheat Cotton 

ia ha die alec 1922-27 12 100 
United States ..... 1921-25 134 174 (1922-27) 

Negros ........ 1915 133 164 (1909) 
Belgium ......... 1921-25 39 
Denmark ........ ° 34} 
France ........... . 21 
Germany ........ . 27 
Great Britain ..... i 344 
eee - 18 
ae 7 9 


It should be borne in mind that the density of the 
Indian population (see Table I) is from six to seven 
times that of the United States, but the percentage of 
rural and agricultural population is higher, and the 
farm is smaller. In the ordinary course, therefore, we 
should expect in India, as in Belgium and Denmark, 
more intensive cultivation and a higher yield. 

Overstocking of cattle, open grazing, and the neglect 
of selective breeding (partly through religious scruples, 
partly through ignorance) react on the strength of 
plough-oxen and the abundance of the milk-supply. 


5. The census of 1921 returned 217,000,000 Hindus, 69,000,000 Mo- 
hammedans, 11,500,000 Buddhists, 4,750,000 Christians, 3,250,000 
Sikhs, and the remainder of minor religions, including 10,000,000 
“primitives,” or Animists. The Hindu figure includes 50,000,000 or 
60,000,000 “untouchables.” 
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Table V contains the figures of bovine as compared 
with the human population and with the cultivated 
acreage. 


TaBLE V 

Bovines in Per 100 Per 100 

thousands humans cultivated acres 
ods Kade candor 183,000 55 63 
OO ee 1,712 22 39 
United States ........ 55,700 46 6 
EEE bh secxesens 2,912 83 35 
Ses 14,482 35 17 
re 17,983 29 23 
Great Britain ........ 8,117 18 32 
IE 6,239 15 9 
"Se 41,756 37 23 


The total number of cattle owned by American 
Negros does not appear in the 1910 Census of Negros.*® 
India possesses more cattle in proportion to cultivated 
area than any country quoted, and more in proportion 
to population than any country except Denmark; 
their value however is inferior. The 1,500,000 milch- 
kine of Denmark in 1927 gave 4,200,000 tons of milk, 
or an average of 630 gallons. The kine of the United 
States in 1924 averaged 438 gallons, and those of Great 
Britain 411 gallons. No census of milk has been 
achieved in India, and only estimates are possible. 
The present writer had charge of a group of milk- 
recording societies in an area noted for its milch-kine, 
the Sahiwal or Montgomery breed. It proved necessary 
to accept for registration every animal yielding 100 
gallons in a lactation, and even then the minimum 
number of animals required by the scheme had not been 
secured in the first two years. This was in an area 
selected as favorable. It would be optimistic to assume 
so high an average as 30 gallons per annum for all the 
kine actually giving milk in India in any year. 


6. The average value of each of the mature cattle on Negro farms in 
1910 was $22, while on white farms it was $35. 
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Lastly, to complete our statement of the rural prob- 
lem, there is debt. Productive debt is no evil. Dimin- 
ishing debt, even if unproductive, is tolerable. But un- 
productive debt, which grows by the compounding of 
interest at 25 or 373 per cent every six months, which 
is passed down from father to son, and which the most 
stringent economy and the most bountiful crops can- 
not hope to repay, is a calamity and a curse. Yet the 
normal condition of the Indian cultivator is indebted- 
ness; so normal, indeed, that only special teaching and 
organization will make him realize that any other con- 
dition is possible. It is due to a multitude of causes; 
bad harvests, cattle-disease, sickness, extravagance, 
litigation, all have their share. One plea which is often 
put forward may be safely rejected. The land tax,’ 
at 36 cents on each cultivable, and 50 cents on each 
cultivated, acre, cannot seriously be treated as a crush- 
ing iniquity. 

To understand the cause of debt we must take an his- 
torical view. Before the establishment of law and order 
under British rule, there had continued for at least two 
centuries a period of general insecurity. Population was 
reduced by war and disease, land was abundant, and 
rural credit practically impossible. Debts could be 
collected only with a strong hand, and an importunate 
creditor might be once for all repaid by the same means. 
The law was administered in a summary and variable 
manner, and, where there was no assurance of repay- 
ment, few would lend. Under Moghal rule, when order 
was maintained, the soil belonged to the ruler, and both 
then and later a debtor had no right in it to pledge. 

The British courts, for good or evil, administered the 
law with regularity, and the rulers granted ownership 
in the soil to the cultivator or his overlord. Population 


7. No income tax is levied on agricultural income. 
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rapidly increased, and land became valuable. Debts 
could be recovered, and creditors could not so easily be 
suppressed. The peasant, finding in his hand this novel 
source of credit, — his property in land, — pledged it 
and thought little of the morrow. A horde of money- 
lenders, formerly confined to the towns, spread over the 
villages, and found an easy prey. Their function of 
granting credit had its utility: the peasant was pre- 
served alive in time of famine, and given seed to sow 
and grain to eat, but at the price of signing bonds which 
he could not read and selling all his produce to his 
creditor. The result was a rapid transference of prop- 
erty to the usurer class, which neither cultivated nor 
improved the land, but rack-rented the former owners 
as their tenants. 

Alarmed at the destruction of the peasantry, the 
government instituted a system (1883-84) of state loans 
to cultivators, passed a series (1879-1916) of acts re- 
stricting the right of agriculturists to alienate their lands 
to other castes, and attempted, by the Usurious Loans 
Act of 1918, to induce the courts to reopen moneylend- 
ing transactions, and base their decisions on equity. 
The most efficacious of these measures has been the re- 
striction of the right to alienate, except to another 
cultivator; violent as has been the outcry against laws 
of so unusual a nature, they have retained the peasant 
on his land. They are, however, inadequate in them- 
selves, since he can still borrow so long as the usurer 
will lend against his cattle, his crops, or his wife’s jew- 
elry; and when the mountain of nominal debt at com- 
pound interest is sky-high, he must deliver his produce 
to his creditor, in order to avoid persecution, and must 
live on a pittance. Insolvency is an art of immense 
possibilities, which he has hardly begun to learn. When 
afflicted by debt, a British farmer files a petition in 








a 
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bankruptcy, a Dane sells out and emigrates, a French- 
man calls on his thrifty relatives to subscribe, an In- 
dian bides in his village and lives on in desolation. 

The mere amount of debt is not alarming in itself. 
Tho exact figures are not known, a calculation in 1924 ® 
led to an estimate of $2,250,000,000 for India, of which 
perhaps half is mortgage debt. The American census 
of 1925 gave a return of $4,500,000,000 of mort- 
gages, and Mr. A. J. Black in a recent issue of this 
Journal placed the American total, including a number 
of short loans which in India would be unsecured, at 
$9,000,000,000. Japan in 1922 carried an agricultural 
debt of only $450,000,000;* but Italy, with a popula- 
tion of 35,000,000, in 1896 owed $1,905,000,000,! Prus- 
sia $1,880,000,000 in 1902, and Denmark perhaps 
$1,100,000,000 in 1924.? India with her great popula- 
tion and area would bear this debt lightly, if it were pro- 
ductive and could be rapidiy repaid. But practically 
none of it has been incurred for improvements or stock- 
ing. It represents folly or dire necessity, and the cul- 
tivator is enmeshed beyond hope of escape. The credi- 
tor does not desire repayment, his object being a steady 
income and personal respect in the village; and only 
he, being literate, can understand his accounts. Agri- 
cultural progress is obviously impossible in these circum- 
stances, and it may be said boldly that no ordinary 
(that is, indebted) Indian peasant pays the least atten- 
tion to offers of better seed, cattle, or methods of cul- 
tivation, so long as the entire proceeds fall into the 
hands of the usurer. He is ignorant and illiterate, en- 
feebled by disease, and loaded with a debt which he 
accepts as the gift of fate. 


8. See M. L. Darling, The Punjab Peasant. 

9. See K. Ogata, Codperative Movement in Japan. 

1. See E. G. Nourse, Agricultural Economics. 

2. See C. F. Strickland, Studies in European Codéperation. 
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The Indian peasant thus moves in a vicious circle: 
he is indebted because he is illiterate, unhealthy, and 
unprogressive in his agricultural business, and he will 
make no serious effort toward progress or improvement 
so long as his higher earnings add nothing to the sum 
available for bis own use. An attack on the circle must 
be made at all the four points, and we shall explore 
each of the roads of advance in turn. 

Indebtedness is the foundation of the enemy’s castle, 
and on the failure * of the State-loan system to supply 
the needs of the small farmers, the experience of other 
countries was reviewed by the authorities. Various 
types of agricultural banks were suggested, which were 
to make advances, with or without a mortgage, to in- 
dividual cultivators. If summary powers of recovery 
had been granted, or if the existing debts of the bor- 
rowers had been cleared at the expense of the Treasury, 
private capital for the creation of such a bank would, 
no doubt, have been forthcoming. The former demand 
was rejected, however, as likely to lead to political dis- 
content, and the latter as too expensive, since the earlier 
debts would never have been repaid to the govern- 
ment, while new ones were being eagerly incurred 
to the bank. The example of the Agricultural Bank of 
Egypt also provided a warning. This institution, 
founded by the Egyptian government in 1902, gaily 
lent to the fellaheen, and after a few years discovered 
that repayment was less prompt than borrowing. Sum- 
mary steps were taken, and the money of the bank was 
called in; but fresh advances to peasants were discon- 
tinued after the passing of the Five-feddan law in 1912, 
which prohibited the seizure of small holdings in exe- 
cution of a decree. Fortunately for India, the codpera- 

3. The failure was and is due to the inevitable complexity of pro- 


cedure in borrowing from an official source, and to the alleged tendency 
of minor officials to retain part of what is to be lent. 
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tive model of the Raiffeisen societies in Germany was 
preferred, and the Coéperative Credit Societies Act of 
1904, followed by a Codéperative Societies Act in 1912, 
facilitated the growth of small “village banks.” A 
large agricultural bank, being remote and dealing with 
individuals, makes no claim on their loyalty; and if 
they are illiterate and ignorant, and if, further, they 
have been trained by experience to expect fraud and 
harsh treatment from all lenders of money, the bank 
will be regarded as “fair game.” Only a society of their 
own fellowship, imposing a moral obligation upon each 
villager because it contains the savings of his neighbor 
and himself, and intelligible because it is before his face 
and he takes part in its deliberations, can appeal to the 
heart and the understanding of Oriental peasants. 
Certainly the appeal has been successful, and tho prog- 
ress was slow in the earlier years, while the peasant 
watched suspiciously the new trap being laid for him, 
the expansion is now so swift as sometimes to strain or 
overstrain the control of its unofficial and official guides. 

Table VI shows the capital, the membership, and 
the number of codéperative societies ‘ in every alternate 
year since 1910. 





Taste VI 
Number of Membership Capital in 
Year societies in th th of dollars 

1910-11 5,432 308 8,500 
1912-13 12,324 536 19,950 
1914-15 17,327 789 33,750 
1916-17 23,205 1,003 45,875 
1918-19 32,439 1,232 64,500 
1920-21 47,503 1,753 99,375 
1922-23 56,860 2,100 133,275 
1924-25 72,801 2,630 181,875 
1926-27 89,071 3,422 254,775 


4. The figures refer to the British Indian provinces and nine of the 
major Indian states. Other states have a codperative system, but in 
an imperfect form, and are not in a position to supply accurate returns. 
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A fair estimate for 1928, during which the advance 
has been vigorously maintained, will be 105,000 societies 
with over 4,000,000 members and a working capital of 
$330,000,000. It is not generally known that the co- 
operative movement in India has attained this magni- 
tude. The working capital includes 22 per cent of 
shares and accumulated reserves, 2 per cent of state 
money (of which a large proportion is in the Indian 
states), and 42 per cent of deposits. The remainder 
consists of advances from central or provincial co- 
operative banks, which collect their funds mainly by 
deposits from the public. The government in British 
India assisted the first societies with such loans by way 
of encouragement, but now finances only experimen- 
tal types (such as coéperative mortgage banks), with 
which the depositor is not yet familiar. 

The rural credit societies are based on the Raif- 
feisen principle of unlimited liability, and are managed 
by their own elected committees of villagers (all of 
whom are frequently illiterate). Admission and expul- 
sion of members, the issue and recovery of loans, and 
dealings with the central banks, lie entirely in their 
hands. In each British province and some Indian states, 
there is an official Registrar, with a small staff of trained 
assistants or inspectors, who guide and advise the 
societies; the inspectors enjoy much influence, but 
practically no legal powers. The codperative union of 
each area pays a large number of non-official supervisors, 
who remain constantly on tour in the villages, stimulat- 
ing the managing committees, chiding defaulters, and 
reporting the condition of each society from time to 
time. Every society is annually audited by an auditor 
approved by the Registrar, but many societies are un- 
able to comprehend a detailed audit, and depend for 
enlightenment on the supervisors. These persons, paid 
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from a levy which is assessed by the union on the so- 
cieties, have usually from twenty to fifty societies to 
advise, and visit them at frequent intervals. It is clear 
that, if a society contains no literate member, the sums 
advanced or recovered must be carried in the memory 
of the committee until the supervisor arrives; but the 
mind of the peasant is retentive,’ and a simple transac- 
tion which takes place in the presence of the members’ 
meeting is easily recalled. The rate of interest on loans 
made to members varies from 9 to 18 per cent, and high 
tho this may appear, it is lower than the fantastic 
charges of the usurer. Moreover, it is honestly cal- 
culated, and never compounded, even in case of default. 
The rules provide for compulsory arbitration to deal 
with every defaulter, and the award is executed by 
the civil courts as a decree. Every loan requires a 
personal surety, and real security is not ordinarily 
taken. Advances are made for seed, oxen, payment of 
land tax, purchase of domestic necessaries, and even 
for expenditure on marriage and other ceremonies. So 
keen is the moneylender to entangle a coéperator who 
is slipping from his grasp, and so weak the character of 
the borrower on ceremonial occasions, that societies 
lend strictly moderate sums even for these unproductive 
purposes, on which custom compels a peasant to spend. 
He is forbidden to resort to the moneylender for any 
reason whatever. 

The primary societies are affiliated to central banks, 
600 in number, which in some cases have also individual 
members. The directors are elected from these individ- 


5. The writer can recollect case after case in which an illiterate man, 
questioned as to his dealings with the society, has recited every petty 
loan and repayment for a term of years. Each member has a pass 
book, but can seldom read it. One president of an illiterate society 
used to make scratches with a stick on the mud wall of his house, indi- 
cating the sums which the supervisor must be asked to enter in the books. 
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uals, or from the societies’ delegates. Advances to so- 
cieties are made at 8 or 9 per cent, and the rate of in- 
terest paid to depositors for a fixed term ranges from 
5 to7 per cent. There is also a provincial bank in most 
provinces, holding the same position toward the central 
banks that the latter hold toward the primary societies. 
The banks have won the confidence of the investing 
public, and in recent years, despite the rapid formation 
of new societies, have received more money than they 
can conveniently employ. A codperative bank for the 
whole of India will no doubt be created in the future. 
The provincial and central banks at present discount 
their paper with the Imperial Bank of India on com- 
mercial terms. 

The impression that is being made annually on rural 
indebtedness by the credit societies cannot be precisely 
estimated. The less thrifty members undoubtedly re- 
sort in secret to the usurer, if their unpunctuality 
causes their society to refuse further advances. The 
effect cannot, however, fail to be considerable, and in 
the province of the Punjab, in which the rural move- 
ment is strongest, it has been estimated that about 15 
per cent of the loans taken by cultivators for agricul- 
tural objects are borrowed from the societies. If the 
strongest province can boast of only 15 per cent, there 
is a long road to be traveled before the usurer disap- 
pears. In fact, he will never disappear. There will 
always be persons who prefer gay destruction to dull 
prudence. But any prudent man who now wishes to 
escape and will train himself for year after year in 
punctuality and thrift, knows that he can escape; this 
knowledge alone is light in darkness, and gives him a 
stiffer backbone than his fathers have had for a century 
past. In the Punjab the rural debt was estimated at 
$280,000,000 in 1924; over $5,000,000 is being annually 
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repaid to usurers through the societies; not all of it, to 
be sure, is old debt. 

Another indication of progress is the fact that after 
a society has been working for ten years, 50 per cent 
of the members on the average are found to be free from 
the usurer. The battle is slow, but is being won, and the 
forces of light are growing every day. There will never 
be a time when farmers owe no debts, but there will be 
a time, which some now alive may see, when no Indian 
peasant will carry an unproductive or excessive burden 
except through his own fault. 

When that day comes, agricultural improvement will 
make a more lively appeal to his mind. The Agricul- 
tural Department in British India is of recent growth, 
and contains no more than 250 posts, imperial or pro- 
vincial, which carry a salary of over $100 per month. 
The majority of the Indian states are still more back- 
ward. The total of the agricultural budget in 1926-27 
was $3,880,000, and represents 13 cents per cultivated 
acre, and 13 cents per head of population, in British 
India. The agricultural budget of the United States 
at $100,000,000 * in 1925 represents 11 cents per cul- 
tivated acre and 88 cents per head of population. Japan 
with a population of 59,000,000 spent $25,000,000 on 
agriculture in 1927-28, at the rate of 42 cents per head. 
Tho the Royal Commission on Agriculture in India 
has now recommerded an increase of staff and of ex- 
penditure in various directions, the expenditure is 
limited by the taxable capacity of the country. There 
is a vicious circle, of a kind not unfamiliar: the igno- 
rance of the people renders them unwilling to bear taxa- 


6. The Federal expenditure under the head of Agriculture was 
$160,000,000, including $105,000,000 for roads and $9,000,000 for for- 
ests. These have been deducted, for the purpose of comparison with 
India, but the expenditure of $56,000,000 in the various states has been 
added. 
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tion which would result in dispelling that ignorance and 
enhancing their ability to pay! 

Despite their exiguous numbers and the difficulty of 
combining research, college instruction, and field dem- 
onstration, the agricultural staff have already secured 
remarkable results. In 1926-27 nearly 9,000,000 acres 
(out of a total area, in British provinces only, of 
256,000,000 acres) were sown with improved varieties 
of plants, including 3,600,000 acres of selected cotton 
and 2,900,000 acres of wheat. The addition to the an- 
nual value of the harvest on this acreage is believed to 
be about $38,500,000, and the area of improved crops 
is expanding in each year. Six agricultural and four 
veterinary colleges, with four research institutes in 
agriculture and animal husbandry, are actively em- 
ployed, and agriculture is now taught in a large pro- 
portion of the rural secondary schools. It must, however, 
be admitted that an agricultural degree is desired 
chiefly as a means of obtaining service under govern- 
ment, and that few of the successful students willingly 
return to a farmer’s life. Critics of codperation further 
urge that the agricultural experts have, for the most 
part, influenced the wealthier landlords or the pros- 
perous farmers in the canal-irrigated tracts, and that 
the mass of the population, the small and indebted 
peasants, have not been affected by them in the same 
degree. It is undoubtedly difficult for an agricultural 
adviser to spare time for each five-acre man; and, in the 
hope of assisting this class, the coéperative organizers 
have formed coéperative seed-farms, which buy in and 
reissue to their members selected seed of an improved 
variety, stocking also the simpler kinds of machinery 
recommended by the Department of Agriculture. They 
have formed also Better Farming societies, in which the 
members bind themselves to follow such methods, and 
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‘use such machines and seeds, as they themselves in gen- 
eral meeting may resolve to adopt. The by-laws em- 
power the committee of each society to fine a backslider. 
The agricultural experts can thus afford time to visit 
and instruct a group of fifty cultivators, who have, by 
joining the society, shown their desire to learn, and a 
special staff of advisers has in some cases been ap- 
pointed for their benefit. The codperative extension 
work of the United States offers an obvious parallel to 
this development, which has begun to yield advanta- 
geous results, principally in Bengal, Madras, and the 
Punjab. The farming societies are, as foreshadowed 
above, found to establish themselves most strongly in 
villages in which the credit movement has inspirited 
the peasant, convincing him that by a vigorous and 
sustained effort he can shake off the yoke of debt. 

Similar organization is undertaken by the coépera- 
tive cattle-breeding societies of the Punjab (numbering 
176 in 1927) and the group of milk-recording societies 
in the same province. Government dairy farms have 
registered cows yielding 5000 pounds of milk for the 
pure Sahiwal breed and 10,000 pounds for the Ayrshire 
cross; but the cultivator has not imitated them. Here, 
again, the districts (counties) which have learned the 
meaning of codperation by practising it, are the most 
fertile ground for the teacher of animal husbandry, 
and most of these societies are in the strongholds of co- 
operative credit. 

The sale of produce is another venture, which is not 
yet fully proved. The quality of Indian produce is poor, 
on account of mixture and dirt, and lowers the market- 
price: the local buyer, moreover, is not always scrupu- 
lous or solvent. Sale societies, principally for cotton 
and wheat, exist in many parts of the country, and are 
effective in protecting the producer against rings and 
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frauds. They have not yet devised means of ensuring 
the solvency of the buyer, or guaranteeing the purity 
of the produce. The business also depends to an undue 
extent on the patronage of non-members. The most 
notable achievement is that of the Producers’ Milk 
Union of Calcutta and its 82 affiliated rural societies, 
which appear to have solved for that great center the 
riddle of a clean milk-supply at a moderate price. Much 
of the urban mortality of India is due to the condition 
of the milk, the treatment of which is indescribably 
filthy. Infant codperative dairies in other cities are 
struggling for existence. 

The point to be emphasized is that, except in so far 
as the more substantial farmers have accepted new 
plant-varieties from the agricultural stations, progress 
among the rural population has been willing and con- 
siderable only where the coéperative agency has been 
used. Agricultural experts have offered their services 
and their advice with comparatively little effect to the 
small peasant cultivating ten or twenty acres. The 
small man is distrustful, often stupid; the expert does 
not speak his Doric dialect, sometimes not even his 
language. In any case, his ways of thought, even if he 
be Indian, are alien to the rustic mind, which must be 
approached in a form, and addressed in an accent, 
which it recognizes as familiar. Omne ignotum pro hor- 
rifico is the motto of the illiterate Oriental, so long, at 
least, as he is isolated; but when he sits down with 
groups of his brethren and discusses a matter of inti- 
mate interest with one who is thoroly trained in dealing 
with him and sympathizes with his doubts and objec- 
tions, he loses his fear, becomes docile, cordial, almost 
radical. No agency other than the codperative can 
lead forward the small Indian cultivator to agricultural 
improvement. 
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The process which we have been describing is in its 
essence a process of education. Reference has already 
been made, not only to the prevailing illiteracy, but 
also to the limited outlook and lack of enterprise of the 
indebted villager. The removal of illiteracy is the first, 
tho by no means the only, step toward the diffusion of 
knowledge. Comment has often been made in the past 
on the alleged tendency of the Indian government to 
use education for training competent clerks rather than 
intelligent citizens. Whatever the past policy may have 
been, primary, and above all rural, instruction is now 
the theme of all educators. Sixteen’ universities, 290 
colleges, 20,000 secondary and special, and 218,000 
primary schools were in 1926 teaching 10,500,000 pupils, 
of whom 1,600,000 were girls. About 600,000 of the 
latter were reading in boys’ schools. The ordinary 
primary course is of four years, from the age of six to 
ten; but the percentage of wastage is deplorable, as 
shown in Table VII. 





Taste VII 
Wastage 
Total c A —, 
number Class I Class II Class III Class IV 
of pupils to II to III toIV to V 


1924-25 9,800,000 2,433,000 321,000 259,000 282,000 
1925-26 10,500,000 2,666,000 280,000 242,000 251,000 


In other words, 3,500,000 pupils out of 10,500,000 — 
one third of the total attendance — drift away from the 
schools and are lost. Moreover, the figures above take 
no account of retardation, and a child who spends four 
or five years in the lowest class is not represented in the 
percentage of “‘wastage.”’ Both these evils are graver 
in the villages than in the towns. As in many countries, 
and in Italy in particular, the rural schools fail to at- 


7. The returns apply only to British India, with a population of 
258,000,000. Indian states tend to be comparatively backward. 
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tract the ablest teachers, and the single-teacher schools, 
tho diminishing in number, have not yet disappeared. 
Migration of landless tenants and laborers is frequent, 
and a child, after a move to a new farm, may find itself 
remote from a school. Again, the indebted peasant feels 
no impulse to educate his child; only exceptional abil- 
ity, which will carry him up to the examination for a 
government post, will release him from bondage to his 
creditor. The total expenditure, including direction 
and higher education, amounted in 1926 to $87,500,000, 
or $8.33 per head; but it is clear from the wastage and 
retardation that the cost per literate pupil is consider- 
ably higher. 

The difficulties are very great, and the high percent- 
age of failures should not be attributed to official 
indifference. More schools and teachers involve more 
taxation, for which in his present condition the tax- 
payer is not ready. The parents will resent compulsion, 
if hastily applied, and the resentment of several hun- 
dred millions, even tho misguided, cannot be ignored. 
A cautious advance toward compulsion is being made, 
and every province except Burma, which is Buddhist 
and largely literate, has now a Primary Education Act, 
under which compulsion can be applied in selected 
areas. The consent of the residents is usually obtained 
beforehand by vote, and, even after application of the 
act, the penalties for non-attendance are sparingly en- 
forced. Only three of the acts in question extend to 
girls, and in their case an experiment is being tenderly 
tried in a few urban wards. As regards boys, 100 muni- 
cipal and 500 rural areas have introduced compulsion, 
the rural areas being almost entirely in the Punjab, 
where the European war exercised a powerful influence 
on the military peasantry of the countryside. The de- 
mand in this province appears to be real and increasing, 
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but the utmost that can be said is that educators are 
conscious of the urgency of the question and will travel 
forward as fast as they can drag the people. The load 
of debt retards their pace. 

The constitutional reforms, which date from 1919 
(the Simon Commission is now touring in India to 
devise a second installment), have intensified the need 
of an intelligent electorate. It is no longer safe to defer 
the spread of literacy until the children of today become 
adults. The present adult must be attacked, and in 
recent years a marked advance on these lines has been 
secured. In addition to 8000 schools in Madras, Bengal, 
and Bihar, which admit adults and juveniles to instruc- 
tion side by side, and for which no accurate details are 
forthcoming, 3200 schools in the Punjab and 200 in 
other provinces teach adults only, the number of pupils 
being about 100,000. A willing adult achieves literacy 
in six or seven months, reading for two hours in the 
evenings; and the school then frequently moves to an- 
other center. The output of literates is therefore larger 
than the roll of 100,000 might suggest. It is, on the 
other hand, permanent only if provision for subsequent 
use of the new talent is made; and the Rural Commu- 
nity Board in the Punjab, with affiliated Community 
Councils in each county or district, maintains vernacu- 
lar * libraries in the secondary rural schools, where 
adults are encouraged to attend and continue their 
reading under the general guidance of a schoolmaster. 
We shall return to the subject of these Community 
Councils. Meanwhile, the importance of educating the 
electorate will not be contested. The voters are at 
present 7,400,000, out of an adult population in British 
India of about 144,000,000. An extension of the fran- 


8. It is advisable to explain that the literacy under discussion is 
vernacular literacy, in Hindustani, Bengali, Tamil, etc. 
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chise in 1929, after the report of the Simon Commis- 
sion, is highly probable, and the placing of power in the 
hands of ignorant and inflammable persons cannot be 
contemplated with equanimity. 

The coéperative organization has taken a curious part 
in the campaign of education. Subsidies given by co- 
operative banks and unions to schools, or individual 
students, are a common feature of the movement in 
England and other countries, and are found in various 
provinces of India. The Punjab is, however, again the 
pioneer of two novel institutions, the codperative adult 
school and the codperative society for the compulsory 
education of juveniles. The first adult schools of the 
province were actually codperative, and 200 of these 
small bodies survived in 1927, when the 3200 adult 
schools of the Education Department rendered them 
almost an anachronism. The members pledge them- 
selves to complete the six months’ course and to be 
regular in attendance. There is seldom a penalty for 
absence, and the value of the society consists only in 
the mutual example and pledge. They are also able 
to function, with voluntary teachers, in the remoter 
villages where no trained master exists. 

Still more singular are the compulsory societies, 
formed by groups of parents in villages to which the 
Primary Education Act has not yet been applied. 
Members pledge themselves to send their boys (oc- 
casionally also their girls) of appropriate age to the 
school for four years, or up to the age of ten, and a 
substantial fine can be inflicted, and often is, by vote 
of the managing committee, on a parent whose child is 
absent without cause. Such societies in 1927 numbered 
158, with 7000 parent-members, and the growth of the 
idea is steady. The ultimate end of the societies is 
extinction by success, since their object is attained 
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when the example of the voluntary members induces 
the entire village to demand the application of the act. 
Several have thus been happily merged in a wider activ- 
ity. The societies are separately registered, and are not 
merely branches of a credit or other codperative in- 
stitution. In view of the wastage and retardation in 
Indian schools, it is desirable to ensure the full and ef- 
fective use of those which exist rather than to multiply 
their number, and this is the principal aim of the (vol- 
untary) societies of compulsory education. 

Public health is the last point of attack on the rural 
problem. The death-rate for India, as shown in Table 
II, is about 25 per thousand in a normal year, with an 
infantile mortality of 174 (1925). The urban death-rate 
was 29 per thousand, as against a rural rate of 24, and 
infantile deaths in certain towns have occasionally been 
recorded as exceeding 100 per cent! The predominant 
cause of death is fevers, which account for 15,000 or 
16,000 in a normal year, malaria surpassing all other 
Indian fevers in its wide distribution and its destruc- 
tiveness. Cholera, plague, smallpox, and hookworm are 
also epidemic and endemic. Maternal mortality is often 
from 50 to 100 per thousand, and the methods of the 
untrained rural midwife can be detailed only to a medi- 
cal audience. No form of neglect is so general, no ob- 
stinacy so rigid, as that of the peasant (and his wife) in 
matters of hygiene. Hospitals exist, and in the cities are 
well staffed; in the villages the same class of doctor can- 
not be posted by the government, since there is little 
demand for paid private attendance in the country, and 
the available resources do not admit of a salary which 
will attract first-class men from the medical colleges. 
Yet the peasants only too often abstain from bringing 
a patient to hospital until he is past hope, and prefer 
the unqualified quacks who vend simples or charms in 
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the village. The doctors of the Public Health Service, 
therefore, reinforced by the sanitary engineers, tour 
the countryside, occupied in instruction, and in vacci- 
nation and inoculation of various kinds. Compulsory 
segregation was enforced, despite popular hostility, in 
the early days of plague; but all compulsion has now 
been abandoned, and the writer has himself found a 
youth with a galaxy of smallpox over his face, sitting 
at his feet in a village meeting, and no villager for a 
moment contemplated his removal. Persuasion through 
the headmen may be forcible enough to procure the 
vaccination of a whole village, when an outbreak has 
begun; but earlier prevention is unwelcome. The only 
remedy appears to be constant and patient teaching. 
Undue pressure will, and does, provoke riots. In addi- 
tion to vaccination and inoculation, Public Health 
officers endeavor to suppress the breeding-places of the 
mosquito, procure the erection of parapets round wells 
which are worked by cattle (to avoid pollution of the 
water by droppings), destroy rats for fear of plague, and 
lecture on the health of women and children. Maternity 
centers are now maintained in many towns, and “ Baby 
Weeks” — an affliction from the gods! — are organized 
with useful effect in all counties. Unfortunately it may 
prove necessary, on social or communal grounds, to 
award prizes to the infant which is not really the best, 
or to every infant present. The Indian police are 
efficient and brave, but have never faced a riot of 
mothers. 

It cannot but be that an impression is being made, 
tho the signs of improvement are seldom visible outside 
a narrow circle of personal influence. While it would 
not be fair to allege that the peasant and his wife are 
content to suffer constant sickness, if not permanent 
enfeeblement, because they are hopelessly indebted, it 
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is undeniable that (1) the hopeless debtor does not 
realize the economic loss of time and labor which ill- 
health causes him, because the loss is not his but that 
of his creditor; and (2) the hopelessness of debt wears 
out his courage, leaving him too indifferent and spirit- 
less to take any vigorous steps for his own betterment. 
Experience convincingly shows in India, and every- 
where else in the world, that the prosperous man, or he 
who aims at prosperity and hopes to attain it, sets a 
value on his own health and that of his family, not only 
as an economic asset, but because life itself means some- 
thing to him and is not merely one of a thousand suc- 
cessive reincarnations (Hindu), or a plaything of fate 
(Mohammedan) which he cannot control. 

In two ways the codperative movement has joined 
directly in the struggle. In Bengal, which enjoys a 
death-rate of 28, an infantile mortality of 179, and a 
malarial death-rate of over 11 per 1000, there are 1000 
Coéperative Anti-malaria societies, the majority of 
which are affiliated with an Anti-Malaria Union in Cal- 
cutta. Their business is to drain swamps and superflu- 
ous ponds, sink tube wells, inculcate the use of quinine, 
and assist in the treatment of sick persons. Other di- 
seases, also, such as cholera and kala-azar, fall within 
their scope, and tho honorary enterprises are less 
stable and continuous than those on a paid basis, and 
some of the societies are inactive, a large number are 
alive and strenuous and give evidence of a new spirit 
of self-help, even in this depressed and landlord-ridden 
province, which augurs well for the future. The Bengal 
government recognizes their merits by a substantial 
grant in aid. 

Somewhat wider in scope, tho similar in intention, 
are the Coéperative Better Living societies of the Pun- 
jab. Just as the codperative societies of education, of 
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better farming, and of arbitration * bind their members 
to observe certain rules, so the Better Living societies 
pledge them to discuss in general meeting the moral and 
sanitary improvement of the village, and obey the de- 
cision that may be reached, under penalty of a fine. 
There is already a general but unfocussed desire for 
restriction of extravagant expenditure on social cere- 
monies, and for the abandonment of immoral customs. 
Tho the demand for hygienic and sanitary changes is 
less keen, the coéperative organizers incite the societies, 
where possible, to consider also questions of this de- 
scription, and resolutions concerning vaccination, inocu- 
lation, malaria prophylaxis, and care of children, have 
been passed. Their enforcement is intermittent, and 
will depend on a general rise in the standard of living, 
of intelligence, and of personal pride. 


The rural problem of India has thus been discussed 
at some length, as it presents itself to one who has spent 
many years in the villages, and who entertains warm 
feelings of good-will toward the peasants, with a real 
desire for their progress toward happiness and self- 
government. The steps being taken to solve the prob- 
lem have been examined, with particular emphasis 
upon the codperative agency. The peasant will strive 
for his own improvement, when the benefits accrue to 
him, and not before; he must first, therefore, be freed 
from debt, by methods which call for his own activity 
and do not demoralize his character. But the rural 
problem must be visualized as a whole, and, as pointed 


9. The villager is litigious and deplores his own weakness. A few 
years ago he welcomed the formation of codperative arbitration socie- 
ties, which bound him to refer all civil disputes to a panel of arbitra- 
tors chosen by his society. A legal defect led to the closure of the 
societies, but they were revived on a sounder footing in 1925, and now 
settle quarrels with regard to women, cattle and crops, trespass, etc. 
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out by the Royal Commission on Agriculture, there 
must be a codérdinated approach from several direc- 
tions. 

We have considered the attempts to develop better 
systems of education, of agriculture, and of public 
health. There is, however, a new organization of a semi- 
official nature, recently set up in the Punjab for this 
very purpose. The Rural Community Board acts as 
the central organ of the Rural Community Councils in 
the districts, and guides them in promoting schemes and 
coérdinating agencies for the betterment of rural life, 
and the “uplift” of the villager in every way. All 
classes of education, public health, agricultural and 
veterinary improvement, and coéperative action are 
encouraged by the Councils and are represented on 
them. Where a Council acquires vitality, its assistance 
to official and unofficial workers is of the highest im- 
portance, and the latter find their labors to be effective 
when they remain in close touch with it. The Rural 
Community Council of Gurgaon district, adjacent to 
Delhi, has by its “uplift”? campaign won a reputation 
extending beyond the limits of India. Novel schools 
of rural economy and of domestic science are there 
giving the young of both sexes a new outlook on life, 
and trained ‘“‘village guides,” posted to rural centers, 
serve as intermediaries between the experts (always 
alarming to the rustic mind) and the hesitant villagers. 
Dung-heaps have been expelled from courtyards, babies 
are washed and weighed, mothers attended, girls taught 
in the boys’ schools, agricultural methods improved, 
and debt shaken off by credit societies. The “‘clod- 
hopper” is rapidly becoming a new man. It remains to 
prove whether he will live up to his new ideals, and 
whether the same reformation can be carried out in 
other districts and other provinces. Talking — or 
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legislation — alone will not suffice, and the Indian 
politician, however genuinely patriotic, tends to be satis- 
fied when he has passed a new law.! The life of the 
peasant can be reformed only in the village, and much 
will depend on his capacity to lift himself out of the 
slough. Ultimately no government or philanthropist 
can do it for him, tho their help, financial and educa- 
tive, is essential as a condition. The problem is com- 
plicated, as we have seen. The peasant is burdened 
and low. Yet he is not helpless if he will strive, and 
there are signs of a new effort toward the light. 


1. For instance, a law raising the age of consent for marriage. Indian 
girls are frequently married before, and normally at the time of, puberty. 
Consummation is not long, if at all delayed. Puberty is normal at about 
ten years. The legislature is hotly debating a law raising the age of 
consent to sixteen or higher. It simply cannot be enforced. Who is to 
give evidence of breach? 
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RECENT BOOKS ON THE AGRICULTURAL 
SITUATION ! 


For eight years the American public has been continuously 
reminded that something serious is wrong with farming and 
the farmer. Like industry and commerce, agriculture was 
profoundly shaken by a severe crisis in 1920-21, when the 
catastrophic decline in prices occurred. Unlike most branches 
of industry and trade, most lines of agriculture have been 
slow in regaining financial equilibrium, to say nothing of pros- 
perity. Views differ greatly as to the degree of depression 
that persists today, but there is substantial agreement that, 
after years of painful readjustment, farmers in general are 
still, in one sense or another, “below par”’ financially, and 
that the outlook is not satisfying. More radical are the dif- 
ferences in diagnosis of causes and prescription of remedies. 
Thus far the problems have proved too vast, too complex 


1. The Condition of Agriculture in the United States and Measures 
for Its Improvement: A Report by the Business Men’s Commission on 
Agriculture. Published jointly by the National Industrial Conference 
Board, Inc., of New York City and the Chamber of Commerce of the 
United States of America, Washington, D. C., 1927. 

Farm Relief: A Brief on the McNary-Haugen Plan. By James E. 
Boyle, Professor of Rural Economy, New York State College of Agri- 
culture, Cornell University. New York: Doubleday, Doran and Com- 
pany, Inc., 1928. 

What tne Farmer Needs. By Isaac Lippincott, Professor of Economic 
Resources in Washington University. New York and London: D. Ap- 
pleton and Company, 1928. 

Harvey Baum: A Study of the Agricultural Revolution. By Edward 
Sherwood Mead, Professor of Finance in the University of Pennsylvania 
and Bernhard Ostrolenk, Director of the National Farm School, Doyles- 
town, Pennsylvania, 1918-1927. Philadelphia: University of Pensyl- 
vania and London: Humphrey Milford (Oxford University Press), 1928. 

The Economics of Farm Relief: A Survey of the Agricultural Problem. 
By Edwin R. A. Seligman, McVickar Professor of Political Economy in 
Columbia University. New York: Columbia University Press, 1929. 
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for those who have addressed themselves to the task of analyz- 
ing the situation and solving the problems. Increasing quan- 
tities of detailed information, unequal in reliability and 
significance, are available. Valuable contributions have been 
made on particular phases of the subject. What we have 
lacked is a keen, well-balanced analysis of the whole problem, 
resting upon a grasp of fundamentals and a mastery of de- 
tails, and persuasively outlining a practical, adequate, and 
acceptable policy for the nation to adopt. None of the books 
here reviewed fully measures up to this high standard, but 
one or two approach it. 

The subject has been chiefly discussed by those who, as 
farmers, farmer spokesmen, or students of agriculture, are 
closest to the problem and naturally take the farmer’s point 
of view, or by legislators who have used and misused the 
contributions of these others. Increasingly, however, the 
subject is commanding consideration also by men who are not 
immersed in it, and who, unhampered by legislative duties 
and unbiased by political considerations, can bring to bear a 
different if not a larger perspective and a different, perhaps 
broader experience which partially make up for limitations 
of direct familiarity with its various phases. 

The books here under review are the work of men of this 
class. It is not surprising that none of them represents the 
left wing of opinion. Rather they represent a range from the 
highly conservative positions taken by Mead and Ostrolenk, 
and Lippincott, to the notably sympathetic and conserva- 
tively progressive positions taken by Seligman and the Busi- 
ness Men’s Commission. The McNary—Haugen plan is re- 
jected by all: reluctantly by Seligman, more positively by the 
Business Men’s Commission, with vehemence by the others. 
None of the books gives a high place (if any) in its program 
to higher agricultural tariffs, extension of codperative mar- 
keting, reductions in merchandising costs, and price-raising 
measures of various sorts. Naturally the treatments are in 
varying degrees unacceptable to leaders and rank and file in 
the movement for farm relief. Even the best is subject to 
numerous criticisms in matters. of detail. Yet each makes 
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some contribution to the understanding of the intricate prob- 
lem, and deserves a reading by farmers, farmer spokesmen, 
and others who are concerned with “farm relief” and the 
progress of American agriculture. 

Harvey Baum is not in the main, as its subtitle would indi- 
cate, ‘a study of the agricultural revolution.” It is rather a 
brief, interesting, incisive, provocative, and pessimistic dis- 
cussion of what is wrong with the farmer, why it is so, and 
what should not be done about it. Of its two authors, Mead 
is an eastern economist who has owned and operated a farm 
in Eastern Pennsylvania, and his colleague Ostrolenk for 
ten years headed a practical farm school in the same region. 
They paint the blackest picture — unquestionably too black 
a picture —of the plight of the American farmer. They 
interpret it as simply the inevitable consequence of the 
average farmer’s “blazing inefficiency” and of his disastrous 
competition with “business farmers,” in a period of revolu- 
tionary changes in farming methods. They see no hope for 
improvement except as the eventual outcome of a prolonged 
and painful process by which the inefficient will be in large 
part eliminated and in part raised to a higher standard of 
efficiency, and the number of farmers and the amount of 
farm land greatly reduced. Farm relief, in their view, would 
injure, not aid, and retard progress, not promote it. Para- 
doxically, even scientific agriculture is regarded as “‘ the salva- 
tion of the individual but the ruin of the mass” (page 96). 
The book is narrow in viewpoint, and well sprinkled with 
exaggerations, misinterpretations, and misstatements; but 
there is more truth in many of its points than most writers 
are willing to admit. The authors are unquestionably right 
in saying (page 148) that whatever is done by way of farm 
relief ‘‘should be in harmony with the inevitable trend of the 
tide, rather than an attempt to hold it back.” 

Lippincott’s book is much milder, more optimistic, even 
unduly complacent, but in certain respects written from a 
broadly similar viewpoint. A student of economic resources 
and economic history, the author writes with a better histori- 
cal perspective, but makes strangely little reference to, or use 
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of, the best and latest materials and discussions on the agri- 
cultural situation. He finds that “‘farming in America has 
always presented serious problems,” and that the surplus 
problem is neither new nor peculiarly aggravated today. 
(Pages 17, 18.) He rightly calls attention to the progress that 
agriculture and the farmer have made and are making, but 
unduly minimizes the severity of the post-war agricultural 
depression. He denies that “agriculture has been the worst 
sufferer during the recent period of readjustment,” or that 
distress has been general among farmers. (Pages 20, 21.) 
Even more than Mead and Ostrolenk, he properly stresses 
the great diversity in costs among different farmers. “Agri- 
culture,” he says in his preface, ‘‘is undergoing a revolution, 
and all industrial revolutions are painful to the men who do 
not keep up with progress. Here is the secret of present agri- 
cultural distress where it exists.” Those who have been hard 
hit are the legion of high-cost producers. 

The remedies commonly proposed Lippincott regards as 
either futile or dangerous to farmers themselves. Govern- 
ment subventions are defensible, if at all, only for certain 
types of research and for dissemination of new knowledge. 
“What the Farmer Needs”’ is simply to apply the fundamen- 
tal principles of good management as the progressive manu- 
facturer does: to improve his productive efficiency, eliminate 
enormous wastes of material and labor, develop valuable by- 
products — thereby lowering his costs and increasing and 
stabilizing his income — and build up reserves when times 
are good. Lippincott ignores marketing problems almost 
completely, and fails to take account of the comparative 
inelasticity and limited expansibility of demand for many 
farm products, as compared to potential increases in output 
— a point which Mead and Ostrolenk rightly stress. 

Boyle’s Farm Relief is mainly, as its subtitle indicates, “A 
Brief on the McNary—Haugen Plan.’’ It is easy to read, but 
gives the impression of having been too easily written. The 
author has written much in defence of the established grain- 
marketing system. The brief is naturally for the plaintiff, 
against the surplus control bill passed and vetoed in 1927. 
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Affirming that farm relief is needed, he finds the McNary- 
Haugen remedy the wrong one on every count. ‘‘ When this 
plan is analyzed, it is found to be based on a false under- 
standing of the farm-relief problem and to contain serious 
and fatal defects” (page iii). Boyle broadly diagnoses the 
causes of distress as “anarchy” in three forms: “lack of 
orderly development” of agriculture, ‘rapid over-expansion 
. . . followed by a painful readjustment’’; lack of orderly 
and balanced production; and disorderly marketing of per- 
ishables. To correct these disorders he urges a national 
agricultural policy to be carried out by the coédperation of 
national, state, and local agencies, public and private, under 
the leadership of a farm board to be composed of representa- 
tive experts, with a farm congress to counsel with the board. 

Seligman’s Economics of Farm Relief justifies its subtitle, 
“A Survey of the Agricultural Problem.” It was written at 
the request of the chairman of the Democratic National 
Committee, completed shortly before the recent election, 
“after ten weeks of intensive work,”’ and published early in 
1929. Lacking initial familiarity with the subject, the author 
performed a prodigious feat in working through the official 
documents, consulting the literature of the subject, and get- 
ting aid from many specialists. With a facility born of wide 
knowledge and long experience, he makes a broad appraisal 
of the agricultural situation and possible measures for its 
improvement. The result is remarkably good, considering 
the limitations under which it was written, but it is not sur- 
prising that the work lacks the strength, depth, and precision 
that come only with mature investigation. 

Seligman surveys the evolution of agriculture and the prog- 
ress of the farmer in the light of general development; an- 
alyzes the economic characteristics of agriculture, with 
special reference to costs and price conditions; outlines the 
multifarious agricultural problems, international and domes- 
tic; and discusses the possible agencies and modes of im- 
provement. Finding abundant need for farm relief, he out- 
lines a broad program of many components: international 
coéperation for preservation of peace, for promoting economic 
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recovery and advance, and for stabilizing the general level of 
prices; limited regulation of speculation; reduction of rail- 
way rates even with the aid of subsidies; further extension of 
credit facilities — notably including renewals of existing 
mortgages at lower rates even at government expense; re- 
adjustment of public expenditures and tax systems to lighten 
the farmers’ tax burden; and extension of research, informa- 
tional, and advisory functions on behalf of the farmer. 

In particular, Seligman finds a multitude of functions for a 
federal farm board, to be vested with broad powers. It 
should be par excellence the farmers’ spokesman in high 
places. It should establish model farms and farm communi- 
ties. It should coérdinate our land policies, classify land, 
and buy up submarginal land on a large scale. It should make 
“calamity insurance” generally available. Its major function 
should be to work toward a stabilization of farm prices, in 
which he believes that much can be achieved through im- 
provements in marketing, aid to coéperatives, and experiment 
with control of marketing. But he concludes that powers 
“‘to raise prices must be utilized with extreme circumspec- 
tion,” and best “reserved for periods of striking or undue 
depression of prices where threatening conditions might call 
for heroic remedy.’’ Seligman’s program agrees at many 
points with that of the Commission (next to be considered). 
In most instances where it differs from the latter, the sug- 
gestions are not, in the reviewer’s opinion, maturely con- 
sidered. 

The Business Men’s Commission on Agriculture was ap- 
pointed and financed by the National Industrial Conference 
Board and the Chamber of Commerce of the United States, 
both of which had previously made extended studies of the 
agricultural situation. Their aid, and the assistance of Pro- 
fessor Graham of Princeton as economic adviser, were en- 
listed by the Commission. It included men of outstanding 
ability, who approached their task in admirable spirit and 
devoted to it valuable time and energy. At hearings in vari- 
ous parts of the country, from New York to Atlanta and 
from Minneapolis to Dallas, Texas, they listened to 170 wit- 
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nesses from all over the country, including farmers of many 
different viewpoints. Their report on The Condition of Agri- 
culture in the United States and Measures for its Improve- 
ment, if somewhat ponderous like its title, remains the most 
comprehensive, best balanced, and most significant of the 
books under review, as it was the earliest to appear. 

The Commission’s own summary of conclusions and recom- 
mendations covers 21 closely printed pages, and is difficult 
to condense. The analysis of the condition of agriculture is 
distinctly valuable, but excessively gloomy even though 
couched in less extravagant language than Mead and Ostro- 
lenk use. The survey of “the present status and trends of 
agricultural conditions” (Chapter I) from the past through 
the present to the future, leads to sombre conclusions: agri- 
culture has not only undergone “a prolonged and trying 
readjustment to post-war conditions” (page 20), of which 
the worst phases are largely past (page 26), but is subject to 
“deep-lying forces which over a long period of time have 
tended persistently to depress the relative economic posi- 
tion of the farmer” (page 26) and to “certain deep-lying 
ills which time alone cannot safely be relied upon to cure 
but may even accentuate” (page 27). “Agriculture is... . 
affected with a clear and unquestionable public interest, and 
its status is a matter of [fundamental] national concern calling 
for deliberate and far-sighted national policies, not only to 
conserve the natural and human resources involved in it, 
but to provide for the national security, promote a well- 
rounded prosperity, and secure social and political stability” 
(page 20). 

The “review of the factors making for agricultural depres- 
sion” (Chapter IT) is lengthy, and even too-inclusive and over 
dark, tho somewhat relieved by due recognition of encourag- 
ing elements mentioned in Chapter III. Unfortunately little 
attempt is made to appraise the relative importance of the 
various factors, and little stress is laid upon degrees of ineffi- 
ciency among farmers, which Lippincott and Mead and Ostro- 
lenk regard as basic. The Commission admits some lack of 
confidence in its own interpretation, and wisely urges the 
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need of intensive studies of agricultural trends and tendencies 
(page 130). It rightly emphasizes the problem “of the place 
which agriculture is to occupy in the nation’s future econ- 
omy...” (page 153), but makes little progress with the 
elusive concepts of the balance between agriculture and in- 
dustry and the “fair share” of agriculture in the national 
income. Unlike Seligman, Mead and Ostrolenk, and the 
present reviewer, it does not regard the “relative shrinkage 
of agriculture” as inevitable, and fails to recognize that such 
shrinkage may be entirely consistent with, if not a condition 
of, a greatly improved agriculture and a much higher status 
for the new generation of farmers. 

The Commission’s recommendations are summarized on 
pages 30-40, and discussed at length in Chapters IV—XII. 
They call for careful reconsideration of protective policies 
which create artificial obstacles to normal extension of mar- 
kets for farm products and make for higher costs of produc- 
tion on the farm.'! They urge certain measures to facilitate 
sound extensions of markets, to reduce wide fluctuations in 
prices, and to lessen hazards of loss due to changing natural 
and market conditions. But “the main means of improve- 
ment of the economic position of the farmer must be sought 
in measures which reduce cost of production,” by individual 
and coéperative action, with government help. The impor- 
tance of “a carefully planned policy for the utilization of 
the land” is emphasized. Enlargement and coérdination of 
research and extension efforts are strongly urged. Redistri- 
bution of the tax burdens to lighten the farmer’s share, im- 
provement of the agricultural credit system, readjustment of 
railway rates, waterway developments, and certain measures 
to reduce costs of distribution are given place. 

As additional agencies to aid in carrying out these policies, 
the Commission recommends the creation of a small federal 
farm board; the experimental organization of two or three 
“stabilization corporations” with capital provided by farm 
organizations, private business interests, and the federal gov- 


1, The tariff passages of the report are highly significant when recog- 
nized as the work of a ‘“‘ Business Men’s Commission.” 








540 QUARTERLY JOURNAL OF ECONOMICS 


ernment; and an endowed National Agricultural Founda- 
tion to carry on “a variety of activities which cannot well 
be undertaken by the Federal government or by organizations 
of farmers.” In the reviewer’s opinion, these proposals are 
in the main soundly conceived, not only in their broad out- 
lines but in most of their components; and constitute as a 
whole an outstanding formulation of a policy calculated not 
simply to rehabilitate agriculture or relieve present farmers, 
but to promote the progress of farming as an industry and of 
farmers as a class. 

Limits of space restrain the reviewer from analyzing the 
works in detail, and make possible only a few concluding ob- 
servations. 

It is regrettable, but not surprising, that none of the books 
makes thoroughgoing, effective use of available statistical 
material, even tho, as the Commission asserts (page 17), 
statistics give no conclusive answer to many important 
questions. The Commission’s report stands highest in this 
respect, and its data are generally interpreted with commend- 
able discrimination and common sense, and with due recogni- 
tion of their shortcomings. In general, too few data are used, 
or defects appear in selection, presentation, and interpreta- 
tion. A few examples may be cited. Mead and Ostrolenk 
derive their extreme view of the farmer’s plight from an 
uncritical use of official estimates of agricultural income, 
and uncritical comparisons of the farmer’s dollar income with 
urban incomes. Lippincott carelessly uses, as evidence of the 
number of farmers with little farm experience, a census table 
relating to a very different matter — the number of years 
owners and tenants had operated the farms they occupied in 
1920 (pages 132, 133). Boyle presents several charts (pages 
187-193), to support his point that the existing marketing 
system is orderly; but in the first he chooses a year in which 
corn prices were exceptionally stable, in the second the scale 
chosen for prices minimizes the cotton price variations, and 
in two others the price scales are inverted. Many of Selig- 
man’s statements, in his introduction and elsewhere, contain 
avoidable elements of error even when expressed so guardedly 
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as to be partially true. The Commission too goes astray. 
The computed trends of prices of agricultural and non- 
agricultural prices, 1914-26, in relation to the current general 
price level (page 50), tho probably mathematically accurate 
are none the less misleading. Either statistics or the lack of 
statistics appear to have misled the Commission into be- 
lieving, for example, “that real as well as money costs in the 
industry are rising,” “that the quality of the farm population 
is undergoing a progressive deterioration” (page 27), and 
that the cattle industry has latterly suffered ‘“‘from the de- 
clining per capita consumption of beef cattle in the United 
States and from the expansion in the number of dairy cattle”’ 
(page 70). 

Seligman, Lippincott, and the Commission all venture 
upon some discussion of the historical background of the 
present agricultural situation, none with outstanding success. 
Lippincott’s presentation, tho quite deficient especially on 
the developments of recent years, appears least in error in 
this matter. Seligman’s review of the period since 1900 is 
generally good, but he views with unwarranted compla- 
cency the course of our agricultural history up to the recent 
past. It is too good to be true that while other lines of indus- 
try grew at a faster pace, agriculture pursued “its steady 
course” and “preserved its balance” (page 33); that “our 
national policy up to the War offered a rather even-handed 
and well-balanced development of all our great economic 
activities” (page 33); that “in the main and notwithstanding 
occasional interruptions, agriculture and industry prospered 
together,” and the balance between them was “almost au- 
tomatically preserved” (page 34). He is on surer ground in 
making the pertinent observation (page 14) that “Taking 
it all in all, the American farmer — at least the typical white 
farmer — is perhaps the most prosperous representative of 
the tiller of the soil that has yet been disclosed by history.” 
If his view of our history is right, Seligman’s fears of the 
results of a policy of drift seem exaggerated. The Commis- 
sion, on the other hand, essentially shares with the National 
Industrial Conference Board the ill-founded conviction that 
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there has been a progressive deterioration in the position of 
agriculture of much longer standing, partly because “ Agri- 
culture was left largely to the mercy of laissez faire, while 
governmental support went to the building up of commercial 
and industrial enterprises” (page 7). 

The doctrines that “agriculture is fundamental” and that 
farmers are in a special sense the foundation of our national 
life, are evidently shared by three of the authors. Mead and 
Ostrolenk are most emphatic: “Agriculture is the greatest, 
the most important, the most essential of all industries” 
(page 20) “‘whose product is vitally necessary” and “with 
whose operations the public welfare is most vitally concerned”’ 
(page 21). ‘Here is the leading American industry, largest 
in capital invested, in value of product, in importance to the 
general welfare; an industry recognized as the foundation 
of all other industries; which feeds and clothes the nation; 
which supplies a large number of essential raw materials, 
without whose orderly and continuous functioning our na- 
tional life would be impossible . . .”’ (page 19). “On the 
farms of the United States is a group of workers, admittedly 
the most important in the country .. .” (page 22). To 
Seligman, the farmer “has been in large measure the sheet 
anchor of our national progress” and “‘is a leading example 
in the modern world of the independent, self respecting, in- 
telligent and upright citizen” (pages 36, 37). The Com- 
mission says: “His is a proud heritage, last bulwark of true 
democracy .. . it is for him to . . . preserve the ideal of 
American manhood and womanhood” (page 18). 

With all due respect to the farmer, to agriculture, and to 
these writers, such language is needlessly extravagant. In 
modern societies, mining, manufacturing, transport, finan- 
cial, and other industries and groups of workers are vitally 
essential. Attempts to accord broad priorities are futile. 
Within other fields as well as agriculture there are indispen- 
sable and dispensable industries. Moreover, there is no 
point in considering the elimination of any of these groups as 
a whole; the real question concerns the size and quality of 
the personnel needed. Salt miners and salt-makers are not 
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all indispensable because some salt is essential to life. The 
economist, familiar with marginal concepts, should be the 
last to fall into the error of magnifying the importance of 
an entire group merely because its complete elimination would 
be disastrous. If historical trends afford any criteria, and if 
there is any truth in Mead and Ostrolenk’s view of farmer 
inefficiency, the nation’s fate is sealed if we must rely pri- 
marily upon the farmers to maintain and advance our 
cherished national standards. Surely there is ample basis for 
arousing public opinion to deal with agricultural problems 
without making invidious and indefensible comparisons. 


JoserH S. Davis 
Foop REsEARCH INSTITUTE, 
STANFORD UNIVERSITY 











NOTES AND DISCUSSIONS 


THE RELATION BETWEEN NORMAL WORK- 
ING TIME AND HOURLY AND WEEKLY 
EARNINGS 


Among the influences which affect the supply of labor, or 
more accurately the supply of services of labor, is the length 
of the working period. This not only changes in the course of 
time but varies from industry to industry and even from 
plant to plant in some industries. How these differences in 
normal working time are related to the rate of wages is a 
question upon which opinions differ. Marshall and Pigou 
hold that the supply price of labor increases as the duration 
of working time increases. Thus, Marshall says that the 
hourly rate of pay will be sufficient to compensate “for the 
last, and most distressing hour.’ ! And Pigou observes that 
where working time is not uniform in an industry, there is not 
a single demand and a single supply price for a quantity of 
labor. Rather there is a series of demand and of supply 
prices. These demand prices are “greater or less according 
as the work is done in longer or shorter day spells. . . . In 
like manner, there are a series of supply prices for this same 
aggregate quantity of hours, which are also greater or less 
according as the work is to be done in longer or shorter day 
spells.” 2? Cassel, on the other hand, says that ‘there can be 
no question of an increased wage leading to longer hours of 
work. On the contrary, it is a normal feature of modern 

1. Principles of Economics (1916), p. 527. 

2. Economics of Welfare (1920), pp. 415-416. Since writing this the 


author has noticed that the quotation here referred to seems to have 
been omitted from the latest edition. 
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developments that the demands for shorter hours increase 
with wages.”’ ® 

This question is not of theoretical interest only. It has a 
bearing upon many points which arise in connection with 
practical wage problems. Do hourly earnings tend to be the 
same for all workers in an industry, regardless of the number 
of hours normally worked per week? If not, do the plants 
with the longer week pay more or less per hour than other 
plants? And what is the relation between the length of the 
normal week and weekly earnings? Do such earnings tend 
to be the same in all plants? If not, are they higher or lower 
in plants where the normal week is longer? 

Some light is thrown on these problems by the results of 
a wage survey made in April, 1927, among 83 metal manu- 
facturing plants in Philadelphia, covering 25,459 employees 
in over 100 occupations.‘ For purposes of detailed analysis 
seven standard machine-tool occupations * have been selected 
here. In these occupations, which are very prominent in 
modern industry, there are 1,456 men distributed among 
43 plants. 

How great the actual difference in normal working time of 
plants was may be seen in Table 1. One plant had a normal 
week of 44 hours while eight had a week of 55 hours. Here 
there is a difference of 11 hours a week in working time. Most 
of the plants, however, had a normal week of from 48 to 55 

3. A Theory of Social Economy (1924), p. 336. 

4. This survey was in charge of Miss Anne Bezanson, Associate Di- 
rector of the Industrial Research Department of the University of 
Pennsylvania, assisted by Miss Miriam Hussey of the same department, 
and Mr. Earl Sparks, Secretary of the Metal Manufacturers’ Associa- 
tion of Philadelphia. The author’s participation was confined largely 
to those occupations in which he had special interest. 

5. Boring Mill, Drill Press, Engine Lathe, Milling Machine, Planer, 
Screw Machine, and Turret Lathe operating. For some purposes these 
occupations must be considered separately, but for other purposes they 
may be considered as a group. While there are mechanical differences 
and also differences in the qualifications and training required in connec- 
tion with the different occupations, there is also much that is common 
among them, not only mechanically, but in the knowledge and training 
of the men who operate these machines. Moreover, the relative stand- 
ard deviation for the combined occupations is about the same as for the 
individual occupations. 
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hours, or within a range of seven hours. But even a smaller 
range in normal time than this would seem to be large enough 
to have an important relation to wages. 


TABLE I 


DisTrRIBUTION OF NoRMAL WorKING TIME By NUMBER AND 
PERCENTAGE OF MEN AND OF PLANTS 





Men Plants 

Normal hours - A - oo Ss 

per week Number Percentage Number Percentage 
44 and under 45 11 1 1 2 
45 and under 46 56 4 3* 7 
46 and under 47 eg ae as aa 
47 and under 48 ree - a i 
48 and under 49 585 40 10 23 
49 and under 50 47 3 6 14 
50 and under 51 69 5 2 5 
51 and under 52 76 5 3 7 
52 and under 53 100 7 4 9 
53 and under 54 61 4 1 2 
54 and under 55 86 6 5 12 
55 and under 56 365 25 8 19 
Total 1,456 100 43 100 


* One of these plants has a few men on a 50 hour basis. 


For purposes of analysis these different periods of working 
time will be combined into two: under 50 hours, and 50 
hours and over. On the basis of this grouping, about the 
same number of men and of plants are found in each period, 
as the following compilation shows: 


Number of Men Number of Plants 


Under 50 hours per week 724 20 
50 hours and over per week 732 23 


In view of the fact that three different methods of payment 
were used quite extensively — time, piece, and bonus or 
premium — and since both hourly and weekly earnings differ 
with each method,® it seems desirable to separate the data 

6. Average hourly and average weekly piece work earnings tended to 
be higher than the earnings for time work and below those for bonus 
work. There was a marked tendency for a difference of 10 per cent and 
20 per cent in favor of piece and bonus earnings, respectively, as com- 
pared with time earnings. 
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not only on the basis of occupations and normal working time, 
but also on the basis of method of payment. 


TABLE 2 


Summary TaBLeE OF AVERAGE EarRNED Rates ror Eacu or 
Two Periops or Norman WorkinG TIME 


Mean Rates per Hour (in cents) 
Total Cases: 1,456 


Time Basis Pisce Worx Bonvs Basis 

Hours per Week Hours per Week Hours per Week 

Occupation Under 50and Under S50and Under S5S0and 
50 over 50 over 50 over 


Drill Press Operating 61.7 55.4 66.3 56.7 73.2 64.0 
Milling Machine Operating 64.2 63.4 67.4 68.7 77.7 87.1 
Planer Operating 68.3 65.9 719 70.9 842 73.4 
Turret Lathe Operating 70.5 644 70.7 71.0 843 68.2 
Screw Machine Operating 65.9 58.3 72.7 53.8 76.2 80.1 
Engine Lathe Operating 68.4 64.6 72.5 76.5 88.2 74.2 
Boring Mill Operating 75.4 69.5 80.0 70.9 96.5 77.8 

Combined Occupations 66.2 63.5 69.7 71.6 84.2 75.3 


Table 2 gives the average hourly earnings, by method of 
payment, for each of the seven occupations and also for the 
combined occupations, for each of the two normal working 
periods. For the combined occupations, it will be noted, the 
average hourly earnings for men on a time basis of payment 
are 66.2 cents in the shorter and 63.5 cents in the longer work- 
ing period. This same tendency holds with bonus payments. 
With piece work, however, the average hourly earning is 
slightly higher in the longer than in the shorter period. Three 
plants with relatively large numbers of piece workers, two of 
which have the same normal week, affect these averages 
somewhat. A similar situation does not occur with the other 
methods of payment. The individual occupations show the 
same tendency, altho not without exceptions. For example, 
the average hourly earning for drill press operators who 
worked on a time basis is 61.7 cents in the shorter and 55.4 
cents in the longer period. Out of the 21 comparisons there 
are five exceptions, of which three occur with piece work. 
In short, there appears to be a fairly marked tendency for 
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hourly earnings, or hourly earned rates, to vary inversely 
with the duration of working time per week. 

An opposite, but somewhat less distinct, tendency occurs 
with weekly earnings. From Table 3 it appears that weekly 
earnings tend to vary directly with the duration of working 
time. When the occupations are combined, the average 
weekly earning for time workers is $30.53 in the shorter and 
$34.15 in the longer period. The other methods of payment 
vary in the same way. With the individual occupations the 
tendency continues to manifest itself, but not without ex- 
ceptions. For drill press operators working on a time basis, 
for example, the average is $27.67 in the shorter and $30.13 
in the longer period. The exceptions, however, are more 
numerous than in the case of hourly earnings; out of 21 
comparisons there are seven exceptions. 


TABLE 3 


Summary TaBLE oF AVERAGE WEEKLY EARNINGS FoR EACH OF 
Two Preriops or NorMAL WorRKING TIME 


Average Actual Earnings per Week 
Total Cases: 1,456 
Tre Basis Prece Work Bonus Basis 
Hours per Week Hours per Week Hours per Week 


Occupation Under 50and Under 50and Under S50and 
50 over 50 over 50 over 


Drill Press Operating 27.67 30.13 34.85 30.52 31.62 32.19 
Milling Machine Operating 29.77 32.73 33.98 34.92 35.47 46.13 
Planer Operating 40.76 37.77 34.52 37.69 34.36 37.69 
Turret Lathe Operating 29.45 35.31 32.18 37.86 35.56 33.96 
Screw Machine Operating 31.51 31.12 35.41 26.74 37.72 39.70 
Engine Lathe Operating 31.09 34.56 34.75 40.46 37.47 38.10 
Boring Mill Operating 31.53 36.91 38.08 37.12 41.51 41.34 

Combined Occupations 30.53 34.15 34.87 37.78 36.14 38.33 


Since variations between actual and normal time have more 
influence on weekly than on hourly earnings, it seems wise to 
consider separately the relation of differences in normal time 
to weekly earnings for those men who actually worked the 
equivalent of the normal time of their plants. Table 4 gives 
for these workers the same type of information as the pre- 
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ceding table gave for all the workers. Even though only 
about 50 per cent of the men actually worked the equivalent 
of the normal time of their plants, the situation is substan- 
tially the same in Table 4 as in Table 3. Earnings are larger 
in the longer week. 


TABLE 4 


Summary TABLE OF AVERAGE WEEKLY EARNINGS OF MEN 
Workine Futt Tres ror Eacu or Two Psriops 


Average Actual Earnings per Week 
Total Cases: 760 


Hours per Week Hours per Week Hours per Week 


Occupations Under 50and Under 50and Under 5SO0and 
50 over 50 over 50 over 


Drill Press Operating 27.96 27.88 31.05 27.30 35.73 37.86 
Milling Machine Operating 30.53 33.45 33.15 31.83 37.30 44.72 
Planer Operating 27.45 34.82 34.53 34.49 37.97 39.93 
Turret Lathe Operating 33.92 35.12 31.13 35.29 44.11 35.16 
Screw Machine Operating 31.79 28.35 34.39 31.09 37.72 39.27 
Engine Lathe Operating 32.21 33.92 34.65 41.43 39.97 41.41 
Boring Mill Operating 34.80 37.66 38.08 38.82 47.56 39.68 

Combined Occupations 30.96 33.11 33.53 36.04 39.95 39.83 


This analysis is subject to certain limitations. The first 
of these arises from the fact that the basis of comparison is 
the number of hours worked per week, while Marshall and 
Pigou referred to hours worked per day. The justification 
for the use of the week rather than the day is two-fold. Most 
market comparisons of working time are made on the basis 
of hours per week, it being almost impossible to pursue an 
analysis on a daily basis. For not only does the number of 
hours worked per week differ among plants, but even among 
plants where the number of hours per week is the same there 
are many combinations of days per week and hours per day 
in which the normal number of hours may be worked during 
the week. Such justification for the use of the week does not, 
however, alter the fact that certain aspects of fatigue are 
likely to manifest themselves in terms of hours per day rather 
than hours per week, and these influences may have a rela- 
tion to hourly earnings which we have not been able to detect. 
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The other limitation arises from the fact that there is nothing 
in these data to show how variations in normal time are re- 
lated to the ability of workers. If it were known that for 
each of the two periods of working time the distribution of 
ability was the same, the evidence afforded by this inves- 
tigation would be more conclusive. 

Making allowance for these qualifications, the figures here 
presented do not appear to support the view of Marshall and 
Pigou that hourly wage rates tend to be higher when the 
working period is longer. For the seven occupations com- 
bined and for each occupation separately the average rate 
per hour shows a strong tendency to be higher in plants 
where the normal week is shorter. The “last and most 
distressing hour” is not associated with a higher rate per 
hour. Weekly earnings, on the other hand, are greater in 
plants having the longer week in two thirds of the cases re- 
corded. No doubt the number of cases is too small to 
warrant very definite conclusions, and the use of averages 
may conceal many exceptions. But there seems to be some 
ground for believing that the relation between the wage rate 
and the length of the working period is more complicated 
than Marshall thought. 

H. LaRue Frain 


InpUsTRIAL Research DEPARTMENT, 
UNIVERSITY OF PENNSYLVANIA 





COMPARATIVE COSTS IN THE WORSTED- 
CLOTH MANUFACTURE, AMERICAN AND 
FOREIGN 


Data upon the relative effectiveness of American and 
European industries, not based on pecuniary measurements, 
are so scarce that the student of international trade looks 
with lively interest at any information on the subject that 
comes to light. New and promising evidence is offered in a 
recent number of the Monthly Labor Review on the effort 
(labor-time) expended, and the wage payments involved, 
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in various stages of the wool-cloth manufacture here and 
abroad.' 

The first impression, however, is one of disappointment. 
Despite the earnest endeavors of the Labor Department’s 
representative, Mr. Charles E. Baldwin, the returns are open 
to the following criticisms. 

(1) Of the data presented, those on the worsted branch 
of the wool-working industry alone are adequate. Compara- 
tively few details appear with reference to the woolen-cloth 
manufacture. Nor is the situation much improved if one 
adds to the few data on cheviots and woolen cloakings those 
upon the hybrid fabrics in the construction of which a woolen 
weft is combined with a worsted warp — goods which par- 
take chiefly of woolen-cloth characteristics. 

(2) Even on the worsted-cloth manufacture, again, the 
evidence is for the most part sufficient to support conclusions 
of a worth-while character in one respect only — relative 
conditions in the United States and in England. In a single 
case of comparison between the situation here and in Ger- 
many — that of worsted weaving — data, to be sure, are 
fairly satisfactory; but the German figures on other manu- 
facturing processes, and all the French figures, are too frag- 
mentary to deserve consideration. One cannot be sure that 
the cases are representative. : 

(3) Especial care in the use of assembled data becomes 
necessary as the exact nature of the material is perceived. 
The information presented in the Review shows merely the 
man-hours required for a single process (or series of processes) 
as carried on in specific mills in the United States and in Eng- 
land, France, or Germany. Starting with a group of typical 
domestic fabrics, effort was made merely to find a mill in the 
United States and a mill in England, or France, or Germany, 
both of which manufactured each specific type of cloth, and 

1. Monthly Labor Review, September, 1928, pp. 1-26. 

A valuable critique of the data there contained has already appeared 
in The Conference Board Bulletin for December 15, 1928, pp. 192-195, 
which was reprinted in the Bulletin of the National Association of Wool 


Manufacturers for January, 1929, pp. 36-42. The following is an at- 
tempt to bring out certain features of special theoretical interest. 
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then to secure information from these mills. In short, the re- 
ported data are in no sense averages, nor do they necessarily 
pertain to representative mills in the several countries. Only 
evidence from a considerable number of cases could be ex- 
pected to disclose typical differences. 

(4) Even when the data are sufficient for such individual 
comparisons, no more than labor (effort) costs may be 
secured. The information does not show, and does not pretend 
to show, total money costs of production. No attention is paid 
to expenditures for raw material, interest on capital employed, 
wages of management, overhead, and the like. One thing only 
is compared adequately — relative labor effectiveness.* 

None the less, much that is significant appears. In the first 
place, when comparison runs between American and English 
worsted-cloth mills, sufficient material is presented to show 
the relative expenditure of labor in terms of man-hours per 
unit of product for the processes of top-making, yarn- 
production, dressing and weaving, finishing and dyeing, and 
packing and shipping. Secondly, the costs in direct wages 
payments for these several worsted processes in the United 
States and England are also obtainable. And, thirdly, com- 
parative effectiveness of the weaving stage in American and 
German mills may be made out with fair accuracy. In the 


2. Other difficulties observable in the assembled data might be ad- 
duced — for example, the ‘‘estimated’’ division of working time in 
the case of certain employees who “worked more or less interchangeably 
on two or more kinds of product,’’ or the type of domestic mill from 
which information on portions of the manufacturing process was derived. 
The latter point is specially important. 

The report in the Monthly Labor Review is indefinite on this score. 
After stating that mills in this country generally are integrated, Mr. 
Baldwin indicates that there are some specialized establishments, and 
that “it was possible, therefore, to find in the United States single es- 
tablishments that could furnish complete information of time and labor 
costs of each sample”’ (p. 3). Internal evidence, however, such as the 
detailed information on the several cloths, suggests that the data on the 
American side were largely taken from integrated domestic establish- 
ments. For example, the information from ‘‘ English mills”’ is frequently 
contrasted with that from an “American mill.’’ If reliance was in fact 
placed on evidence from specialized American establishments, less value 
must attach to the figures, as such concerns can hardly be taken as 
representative of the American worsted-cloth manufacture. 
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worsted-cloth manufacture, as it happens, the processes and 
the machine equipment do not differ materially for the two 
sides of the Atlantic. The worsted branch of the wool-work- 
ing industry was not brought to the United States until the 
technique of operation had been worked out; we imported 
both that technique and the apparatus for carrying it on; and 
our machinery is still largely of foreign construction. There 
are, to be sure, some exceptions — notably weaving with 
American-evolved automatic looms, and the general stage of 
finishing and dyeing, where processes still differ appreciably. 
Bearing in mind this general situation, comparisons are possi- 
ble between foreign and domestic productive results, which, 
pointing as they do to conclusions as to relative effectiveness 
of operation, make the investigation well worth while. 


Taking up, now, relative conditions in England and the 
United States, and restricting ourselves to those processes in 
which substantially the same technical equipment is em- 
ployed in both countries, we may attempt a summary of the 
data. By thus limiting observation for the moment to cases 
where machinery and processes are roughly similar, we can 
secure evidence on the relative efficiency of workers in the 


Enauish PERFORMANCE COMPARED WITH AMERICAN 
(American = 100) 


Man-hours Wage-pay ments 
Stage No. required involved 
° of re oN 
manufacture cases Spread Mediant Spread Mediant 

Top-making ......... 10 50-92 84 30-53 44 

Yarn-production*.... 9 83-160 138 37-53 47 
Dressing and weaving 

(same number of looms) 8 81-150 100 43-136 67 

Packing and shipping . 9 298-573 401 160-350 266 


* One case was excluded since the figures were so much out of line with the rest as to 
raise doubt as to their accuracy. ; 
t Medi here pr ted are the mean of middle terms. 





two countries operating in their respective organizations — 
a feature of different import from the relative effectiveness of 
workers operating with varying equipment in two or more 
areas. 

The thing important for the doctrine of comparative cost is 
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the amount of effort (man-hours) involved in the several proc- 
esses in the two countries. Given the higher general wage 
level in the United States, only those manufacturing indus- 
tries which economize in the use of labor can be expected to 
prosper here. When we look at the above tabulation, there 
seems little evidence favorable to the American worsted 
manufacture. In the tag-end of mill work (packing and ship- 
ping) domestic mills do uniformly excel — and excel in a 
marked degree — both as to the labor “costs” in the econo- 
mist’s sense and labor “costs” in the accountant’s. But this 
superiority, based, it seems, chiefly upon the large-scale op- 
erations of American establishments, is of negligible impor- 
tance in the determination of competitive positions. 

We economize also on labor in drawing and spinning. 
In the conversion of tops into yarn, domestic mills show 
an appreciable advantage. In fact, only one case among 
the nine for which there are data shows an expenditure of 
man-hours less in England than in an American mill on 
similar work. This superiority of domestic mills is not easy 
to explain. Probably it arises because of the larger units of 
manufacturing operation here. By reason of standardization 
of product and resultant general large-scale activities in 
American establishments, drawing and spinning operations 
proceed on heavier weights of yarn than in English mills, 
despite the specialization of the latter and their consequent 
devotion to the conversion of tops to yarns. Unfortunately, 
however, another circumstance, to which reference will be 
made in connection with the wage payments, seems to pre- 
vent the domestic industry from securing any advantage in 
money costs from its labor-saving power. 

In top-making (the conversion of raw wool into tops), ex- 
penditure of effort is lower in English than in American mills 
for all of the ten cases reported. On the average, only about 
five-sixths of the energy called for in domestic establishments 
is required in English plants for corresponding tasks. Since 
domestic and English mills generally utilize the same ma- 
chines, whether scourers, cards, combs, or minor apparatus; 
and since the dominance of the “machine process’’ and the 
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widely recognized low character of British labor in the comb- 
ing sheds would tend to eliminate the possibility of greater 
personal efficiency for such workers, the greater effectiveness 
of labor in England must be ascribed to the specialization of 
plants there. Top-making in England is typically the sole 
business of particular mills, whereas in this country top- 
production is chiefly one part, and a minor one, in an inte- 
grated worsted-cloth manufactory. Specialization has led to 
some standardization of product in English top-making; 
this in turn has encouraged large-scale operations; and a 
further gain is derived from a condition which is frequently 
(tho admittedly not necessarily) related to specialization — 
namely, the operation of combing mills on a doubleshift basis. 
The latter circumstance prevents the cooling of the combs, as 
well as the other more general interruptions of the manufac- 
turing process which unavoidably occur in American mills, 
and accordingly leads to greater output per hour of labor. 
The dressing and weaving stage shows equality. In some 
cases the man-hours expended in American mills were found 
to be less; in some they were found to be greater; the median 
works out at exactly 100. In this stage of manufacture, how- 
ever, it is possible to penetrate a little further, thanks to 
additional and more detailed information supplied with re- 
spect to weaving. It appears from these new data that Ameri- 
can mills generally run their looms a bit faster, 125 as com- 
pared with 120 picks per minute; but that a comparison 
on the basis of production per weaver is less favorable to 
American workers than that per man employed in dressing 
and weaving combined. Of the eight cases with respect to 
which we have data, the American weaver excels only in 
three — and of these three, two by less than 10 per cent. On 
the other hand, English superiority in three out of the five 
other cases runs as high as 37 to 48 per cent. These cases — 
cases which involve the production of goods with single-yarn 
warps — are of some special interest, of which more later. 
Lacking greater effectiveness in top-making and weaving, 
the American manufacture at these stages inevitably ex- 
hibits higher wage cost, i.e., labor cost in terms of money. 
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In one case of weaving, wage cost in England is reported as 
higher than the corresponding cost in the United States; 
but with this exception the cost for either top-making or 
weaving in English mills never is more than 70 per cent of 
American expenditures for similar work. As the tabulation 
indicates, the median values for the ratios of English to 
American wage cost in these departments are 44 and 67 per 
cent, respectively. 

In the less important stage of packing and shipping, the 
marked superiority in labor effort by American establish- 
ments already referred to results in lower wage cost. While 
in these operations there is considerable range in the ratios 
between English and American mills, the evidence indicates 
that English wages costs are something better than two and a 
half times the corresponding American ones. In yarn-making, 
however, the more important case of productive superiority, 
American mills are unable to reap a net advantage in terms 
of lower wages costs. Despite the fact that English mills on 
the average require nearly 40 per cent more man-hours per 
unit of output in the manufacture of worsted yarns, they pay 
their workers less than half what domestic mills have to pay 
in that production. This seems to be largely the result of a 
different stratification of wage scales in the two countries. 
Adult female workers, who constitute a large portion of the 
operatives in the drawing and spinning processes both here 
and abroad, secure in England (as do women in many other 
English occupations) substantially lower wages relative to 
adult male labor than do women workers in the United States. 
The women workers in England may be said to form a non- 
competing group (if that term is permissible) whose specially 
low wages give to the industries in which they are employed 
a competitive strength not derived from their productive 
efficiency. 

Turn now to the relation between American and German 
conditions in the weaving operation, for which, as already 
suggested, a fair amount of data is presented. Here again we 
compare a branch of the industry in which technical equip- 
ment is substantially the same in the two countries -— cases 
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in which a similar number of looms per worker is employed — 
and we find that the man-hours required in the combined stage 
of dressing and weaving rarely exceed those of American mills, 
and sometimes run as low as 50 to 65 per cent of the latter. 
This evidence of German superiority, however, relates almost 
wholly to cloths made with single-strand warps, for which 
alone information is adequate. As in the English-American 
comparison, foreign producers appear to have an advantage 
with respect to such goods. In regard to productivity in 
weaving alone, on the other hand, the position of the German 
mills is reversed. German weavers rarely produce as much 
in a given time-period as American weavers; in but one case 
out of the half-dozen does this occur. For the most part — 
even in cases involving singles-warp fabrics — the output 
of German workers amounts to between 80 and 95 per 
cent of that of their American competitors. There is a 
suggestion, nevertheless, that the weaving of some singles- 
warp goods is comparatively better circumstanced in Ger- 
many than is that of other types of fabrics. While for the 
single case cited, the data on efficiency in the weaving of 
goods of double-ply yarns indicate a German productivity 
equal to only 79 per cent of the United States, some cases of 
weaving of singles-warp fabrics show relative productivities 
of 86, 95, and 107 per cent.’ : 


Somewhat different questions arise where there is not the 
same equipment, but varying technique or varying machinery. 
This is the case with finishing and dyeing, and also with 
dressing and weaving when the weavers are required to tend 
different numbers of looms. In finishing and dyeing, com- 
parison is less easy, chiefly because of the varying procedures 
followed by American and foreign manufacturers in imparting 
“finishes”? to fabrics. The finishing and dyeing operations 

3. The general cast of these data does not inspire confidence; and 
one is led to doubt whether they relate to typical conditions. It will be 
noted that while German workers approach within 20 per cent the 
efficiency of American workers in the weaving stage alone, the man- 
hours required for dressing and weaving combined are much higher here 


than in Germany. Greater capacity in the dressing process seems quite 
insufficient to explain such a marked discrepancy. 











558 QUARTERLY JOURNAL OF ECONOMICS 


are, on the whole, less subject to standardized “machine 
process” than top-making, spinning, or weaving; and particu- 
larly as between countries, the number and sequence of op- 
erations deemed necessary in the production of a “‘finish”’ of 
a given sort vary appreciably. Moreover, the apparatus uti- 
lized differs more between countries than does that of other 
processes. Consequently, one is not surprised to find a wide 
variation in the relative effort required — for example, as be- 
tween the United States and England — in the finishing and 
dyeing of the cloths as here given. English mills are reported 
to expend all the way from 55 to 720 per cent of the man- 
hours required for corresponding work in American estab- 
lishments; and there is no tendency for the ratios to center 
around any modal point.‘ It does not seem possible to draw 
any significant conclusions. 

Disappointment of another sort rules for the cases in which 
weavers here and abroad operate varying numbers of looms: 
here little can be said that is not fairly obvious. The auto- 
matic or bobbin-changing loom has been much more exten- 
sively introduced in the United States than in Europe; and 
instances are presented in which, for the weaving of specific 
cloths, domestic mills require a single weaver to tend four, 
six, and even twelve looms of this type; while abroad no case 
is reported in which a worker “minds” more than two looms.® 

The productivity per weaver is of course much enhanced 
by the use of automatic looms; since, first, the speed of the 
apparatus is at least as great as that of non-automatic ma- 
chines; and second, the production per loom is high compared 
with the performance of non-automatic apparatus used in 

4. Ratios in the nine cases for which we have data are as follows: 55, 
57, 65, 70, 132, 160, 234, 478, and 722. 

5. It may be observed that in cases of weaving on other than auto- 
matic looms the American mills seem to demand more of their weavers 
than foreign concerns. They appear to equip their workers more abun- 
dantly with suitable apparatus. No instance is given in this report of an 
American weaver tending less than two ordinary power looms; though 
occasionally in English mills — and more frequently still in German 
establishments — a weaver is found tending a single loom. In two in- 
stances, where American weavers are supplied with six looms apiece, 


German weavers toil along with only one. In these cases the American 
weaver is producing more than eight times the yardage of the German. 
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foreign countries (for which alone do we have comparable 
figures on production). In general, production per weaver 
is in almost the precise ratio to the number of looms tended 
in the United States and abroad. 

Curiously enough, the American cloth manufacturers seem 
to have been unable to turn to money account the advantage 
in labor cost (effort) shown in the greater productivity per wea- 
ver from the use of automatic looms. That is, wage costs, or 
money labor costs, are on the whole as high per yard of product 
as in England. The English weavers turn out less yards, 
but are paid the same wages per yard. In the seven cases 
where comparisons can be made between domestic and Eng- 
lish conditions, only two show marked differences in weaver’s 
wage expense per yard of product: one where the Englishman 
receives 94 per cent more than the corresponding American, 
and one where he receives 40 per cent more. In the five other 
instances, English workers secure from 85 to 106 per cent of 
the wage-rate per yard which the American weaver with his 
automatic looms receives. In other words, the American 
manufacturer, while incurring the greater interest charge that 
comes from the higher cost of automatic machines, pays the 
weaver substantially the same wage per unit of product as the 
foreign weaver is paid. The domestic manufacturer, of course, 
is relatively better off when using the automatics. When both 
he and his foreign competitor are using non-automatic ap- 
paratus, wage costs in England per yard of output run as 
low as 33 to 62 per cent of the American rates on similar 
fabrics. 


A few words more along another line. The foregoing com- 
ments have related chiefly to specific mechanical stages or 
processes. But can anything be inferred from the assembled 
data with regard to the types of cloths in the production of 
which the domestic manufacture shows aptitude or the re- 
verse thereof? The answer must be, little. Unfortunately 
the report says nothing of the stock which went into the mak- 
ing of the several fabrics, nor does it present sufficient data 
on the weave structure. These are important elements in 
determining the quality and prices of the goods. Without 
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information on them one gropes blindly when attempting to 
divide the various fabrics embraced in the investigation into 
the vague classes of fine, medium, and coarse. Even a divi- 
sion between all-wool goods and those in which cotton yarns 
are incorporated leads us nowhere. Only three cotton-warp 
fabrics, and only one with cotton filling, are covered in the 
inquiry; and the cotton-warp goods, tho more numerous, are 
of quite varied character. For example, the warps are sever- 
ally single 45s, two-ply 24s, and folded 36s and 120s. Hence 
all that can be deduced from the evidence collected, when 
analyzed with respect to types of cloth, relates to those goods, 
already mentioned, in which a single wool yarn is employed 
for warp. These are women’s dress-goods, light in weight, and 
probably of fairly high quality. In three cases, comparison is 
possible between American and English mills, and in five cases 
(including these three cloths just mentioned) between Ameri- 
can and German establishments. Even for these eight cases 
comparison must be always restricted to the weaving stage, 
or at most to dressing and weaving. As already pointed out, 
data on dressing and weaving combined, either as regards 
man-hours required in these fabrics, or wage expense involved, 
do not place the English mills high relatively to American — 
that is, high as compared to relative effort and expense in the 
manufacture of other cloths. In weaving alone, however, the 
story is different. Altho weavers in these cases operate the 
same number of looms in both countries, English productivity 
per weaver appears to be relatively greater, i.e., high rela- 
tively to other fabrics for which comparisons are possible 
on similar bases; and the wage rates per yard are relatively 
lower, i.e., they bear a smaller proportion to American wage 
rates than is true of most other cases. 

Germany, however, holds a peculiar position with respect 
to these cloths of singles warp. In dressing and weaving, 
German mills use only 50 to 70 per cent of the man-hours 
per unit of product required in American mills, and the ratios 
of wages expense are unusually low — 45 to 60 per cent. As 


6. One case is omitted in which the American mill employed four 
looms per weaver, and the German only two. 
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to the weaving process alone, productivity per worker is un- 
commonly high—running from 70 to 107 per cent of American 
performance; and the wage expense per unit of output is quite 
low — only 37 to 49 per cent of American rates. German mills 
appear to be more dangerous competitors of American estab- 
lishments with respect to such fabrics than to other lines.’ 

Summing up, one may say that in so far as the data as- 
sembled by the Bureau of Labor Statistics permit conclusions, 
they indicate a situation only differing in a minor degree 
from that outlined elsewhere.* They enable us to understand 
a bit better than before the details of the situation with which 
the worsted-fabric producers are confronted; and they confirm 
the judgment previously reached that even in the worsted- 
cloth manufacture, where large-scale operations and a certain 
amount of standardization of product exist, little advantage 
in “effectiveness” or “labor cost’”’ appears in American mills. 
The United States possesses no such general superiority in 
technical equipment or industrial organization as to enable 
our domestic manufacturers to pay the high level of wages 
imposed upon them by the dominant industries of the 
country. 

7. Note should be made of the discrepancy already mentioned above, 
p. 557, note 3. 

Qualification of the view just expressed regatding the production of 
fabrics in which warps of single-thread yarns are employed, is to be found 
in a case not included in the group above discussed. This case, involv- 
ing a fabric in which the warp threads are of a coarse count, is woven 
in the United States, it appears, upon automatic looms. The number of 
such looms tended by each weaver on this work is less than that assigned 
in the production of other fabrics — four in place of the usual six— but at 
any rate, domestic manufacturers have succeeded in weaving this partic- 
ular fabric by employment of the new device. Under these circum- 
stances, German productivity in weaving is relatively lower than in the 
cases summarized in the text. Output in the German mill — which 
assigned only two looms to a weaver —is but 49 per cent that of the Amer- 
ican mill, and the wage cost there is as high as 84 per cent that in the latter. 

8. For example, see Professor Taussig’s Some Aspects of the Tariff 
Question, pp. 342-348, and A. H. Cole’s American Wovl Manufacture, ii, 
37, 38. 


ArtHur H. Cote 
HarvarRp UNIVERSITY 
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